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HISTORY OF TEE HOLDING CORPORATION.
Introduction.
The holding corporation of today is  the most powerful and 
e ffec tive  instrument in the hands of financiers fo r the purpose 
of the consolidation of various industria l enterprises through a 
concentration of investments. As the means of bringing several 
companies under one control it seems to be the d irect successor 
of the tru st, since it  did not come into very general use until 
a fte r  the form of the trust had been declared i l l e g a l ,  and it  wa« 
to th is form that most of the dissolved trust organizations 
turned in order to perpetuate the concentration of control over 
the companies engaged in the industries which had been dominated 
by the tru sts . But, as a matter of fac t, the form of the holding 
company had been evolved a considerable length of time before the 
f i r s t  trust was formed, and the advantages of the basic princip le  
of the holding company as a means of contro lling other companies 
had been recognized and employed fo r a great deal longer period 
of time.
The great reason fo r the adoption of these two form s,- the 
trust and the holding corporation ,- as a means of consolidation  
of various companies engaged in the same or re lated  industries, 
is ,  that through them the desired companies may be brought into 
harmonic operation, and under one control, without the destruc­
tion of the ind iv idua lity  of the separate companies. The advantages 
of combining companies by th is means, rather than by the purchase
..; ..... =  ■ . -------------------------j->
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and consolidation of the physical properties of those companies, 
are so numerous and obvious that they ncod not be stated here, 
and they were probably the cause fo r  the development of these 
forms. But since the holding company also has many advantages 
over the tru st, as a means of combining various companies,* and 
since it  was developed to a considerable extent before the trust 
form appeared, it.seems strange that the trust form was adopted 
to such an extent during i t s  b r ie f  career, and that the great 
p o s s ib ilit ie s  and advantages of the holding corporation were not 
made extensive use of un til the trust had been declared an 
i l le g a l  organization.
Since the holding corporation, in it s  present form, has been 
the resu lt of a gradual growth covering more than three-quarters  
of a century, it is  evident that the features which characterise  
it  in i t s  present form were added from time to time throughout 
th is  period. As the purposes fo r which companies of th is type 
were formed increased and the f ie ld  widened, new ideas as to the 
method of formation were introduced. At f i r s t  the princip le  of 
holding the stocks of other companies as a means of controlling  
them in the in terests o f the holding company was employed only by 
companies operating their own property, and only when special 
authority to own such stocks was granted to them by the le g is la ­
tures o f the various states. Later general statutes were passed,
* For a complete discussion of the advantages of the holding 
corporation over the tru st, see an a r t ic le  on "The Holding 
Company,"by Professor Maurice H. Robinson, in the Yale Review, 
May, 1S10, Vol. 19, ITo. 1, pp. 13-18.
3under which operating companies engaged in certain specific  in­
dustries could acquire and hold the stock of companies engaged 
in  the same or certain  other industries. About the same time that 
th is la ter movement was commencing, pure holding corporations 
began to be formed by special statutes, and s t i l l  la ter general 
statutes were enacted by certain states under which their organ­
ization  was permitted.
The development o f the holding corporation from the beginn- 
ing of the type to the present day seems to f a l l  naturally  into 
four periods of almost equal length, i f  the d iv ision  into the 
several periods be based on the d iffe ren t methods by which the 
formation of the holding corporation was accomplished.
Period I . ,1832-1853. -
The f i r s t  date of th is period marks, 
so fa r  as the w riter has been able to discover, the beginning of 
the use of the princip le  of the holding corporation. During th is  
period it  existed in one type only, that of the holding operating 
company,- that is ,  a company which had been organized as an 
operating company and which la te r acquired stocks of other compa­
n ie s ,-  in which the operating side of the company was by fa r  the 
most essential part. The feature which distinguishes th is period  
from the following period is  that in th is  period stocks were 
acquired by purchase only. The ra ilroads seem to have been the 
only industry that took advantage of the use of the holding, 
corporation at th is time. In the early  period some of the more 
important ra ilroad  companies acquired a greater or le ss  amount of
4stock in connecting and la te ra l ra ilroads for three purposes, 
nam ely ,-(l) a majority holding for the purpose of controlling the 
subsidiary company; (2) a minority holding fo r the purpose of 
wielding some influence over the operations of the subsidiary  
companies to the benefit of the holding company; (3) a greater or 
less  interest in order to aid in the construction of the road in 
which stock was bpught, and with the expectation of future t r a f f ic  
favors from i t .
Period I I . ,1 852-1370.-
With th is  period begins the practice  
(the idea was suggested at least one year before) of the exchange 
of the stock of the holding company fo r  that of the subsidiary  
company. The holding companies of th is period were a l l  of the 
holding operating type, stocks of subsidiary companies being 
acquired by existing operating companies by purchase, or by the 
new method of the mutual exchange of stocks. The holding compa­
nies were s t i l l  nearly a l l  ra ilroad  companies, but other companies, 
especia lly  public service corporations, were beginning to enter 
the f ie ld .
Period I I I .,1870- 1889. -
The year 1370 seems to have been
the date of the organization of the f i r s t  pure holding corporation. 
A company was at that time incorporated which had for i t s  object 
the acquisition , not of physical property, but the stocks of 
other companies, together with leases of the properties of those 
and other companies, with the intention of operating the properties 
thus controlled. However, there may be some doubt as to the
5justice of regarding th is f i r s t  company(the Pa. Co.,) as a pure 
holding company, since it  acquired at the time of i t s  formation 
not only the stocks of other companies, hut also the leases to the 
properties of some companies which i t  did not control. This 
acquisition of outside leases is ,  however, of rather minor import­
ance, and the company may be taken as marking the beginning of the 
new period, since, the intention, at the time of i t s  formation, 
was that i t  should act as a leasing holding company,- that is ,  
to hold securities and leases of other companies whose properties  
it  should operate by virtue of such control. A ll companies formed 
previously to th is one had for their purpose the operation of 
th9ir own property. During th is period several other pure hold­
ing companies were formed by special acts of the leg is la tu re  of 
various states, and many, but not a l l  of them, seem to have been 
of the leasing type. Consequently a fte r  the in i t ia l  exchange of 
stock for the stock of the subsidiary companies, the holding 
companies usually acquired more or le ss  of the physical property 
which was used to fa c i l it a te  or aid  in the operation of the sub­
sid iary  companies.
Period IV »_,1889-1910
The beginning of th is period is  marked 
by the passage of a general law by the state of New Jersey by 
virtue of which holding companies could be organized in that 
state fo r the purpose of controlling general business corporations 
of any industry. The passage .of sim ilar acts by several other 
states of the TJnion soon followed, This is  the d istinctive
6feature of th is period, fo r hitherto holding companies could be 
formed only by special acts of the state leg is la tu res . The fo r ­
mation of the holding company now became as easy as that of any 
other company, and holding companies of various types, and in 
various industries, soon became numerous. Previous to, and also  
since, the passage of acts permitting pure holding companies, 
several of the states enacted laws permitting operating companies 
engaged in certain* industries to acquire the stocks of companies 
engaged in the same or certain related industries, and many of the 
states which do not permit pure holding companies now allow stock 
control in th is manner. This has caused most operating companies 
formed in states where such laws exist to include in their charters 
the right to acquire the stocks of other companies, and thus 
operating companies formed both in th is  period, and in the la tte r  
part of the preceding period, have become holding companies to a 
considerable extent. This has been^brought about both by the 
purchase of other stocks for cash, and by increasing th e ir cap ita l 
stock, and exchanging it  for the stock of the companies the con­
t ro l of which they desired. An opposite movement has a lso  arisen  
in some cases, where companies o r ig in a lly  organized as holding 
companies, but with, as is  usual, a provision in their charters 
permitting the acquisition  and operation of physical properties, 
have actually  acquired the physical plants in their own righ t, 
and thus become operating as w e ll as holding companies.
7The h istory of the holding corporation w i l l  now be consider­
ed under each of the four periods mentioned above. Because of the 
great extent to which these holding companies, and holding operat­
ing companies, have been developed, it  is  neither desirable  nor 
possible to consider a l l  of the companies which have come into 
existence during the several periods of development. In each case 
an attempt has been made to select and describe some of the lead­
ing and characteristic  companies organized in each of the periods, 
and to show the development towards the fin a l form as found in 
the last period. These companies w i l l  be taken up in their chron­
o logica l order, except in the last period where the extent of 
the present use of the holding company in the various leading 
branches of industry w il l  be considered.
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Business organizations of the corporate type f i r s t  became 
numerous in th is country with the introduction of the ra ilroad s . 
This was probably due to two things, (1 ) the need of a large  
amount of capital to finance the enterprises, and (2) the fact 
that it  was necessary fo r  the companies to obtain charters from 
the various states before the ra ilroads could be constructed.
Since the railway was the f i r s t  to u t iliz e  incorporated companies 
extensively, we naturally  look to it  fo r the earlie st examples 
of the holding company, because holding companies are concerned 
with companies in the corporate form only, although they them­
selves need not be incorporated. The f i r s t  public ra ilroad  bu ilt  
in the United States was incorporated in 1827, and the f i r s t  in­
stance of the holding company that the w riter has been able to 
discover was authorized in the la tte r  part of 1832, or the very 
beginning of 1833.
Baltimore and Ohio Railroad Company. -
Very soon a fte r the fo r ­
mation of the Baltimore and Ohio Railroad Company, in 1827, the 
d e s ira b ility  of a branch road running to Washington became evident. 
Eight m iles,* or about on e -fifth  of the entire distance of such a 
road had already been constructed at the time the main line  was 
b u ilt ,  and accordingly application was made in 1830, and again in 
1831, to the State of Maryland for pecuniary aid  in fin ish ing the
* 7th An, Rept.,B.& 0. R. R. C o .,1833,p. 7.
9construction of the branch. In both of these years laws were 
passed regarding the subject, but in neither of them were the 
o ffers  acceptable to the road. Consequently, application was 
again made the follow ing year, and a statute containing an o ffer  
acceptable to the company was then passed, either late  in 1832, 
or early in 1833 (" la s t  session" preceding May, 1833). *
The law then passed provided that the stock of the new road 
should be a separate stock from that of the company already ex ist ­
ing, or, in other words, that the branch road should be owned and 
operated by a new and d istinct company. The aid from the state 
was to be in the form of a subscription fo r $500,000 out of the 
to ta l cap ita l stock of $1,500,000 of the new company, on condition  
that the remainder of the stock should be taken by bona fide  sub­
scriptions from others. This law also gave the Baltimore and Ohio 
the authority "to subscribe to such portion of the stock as might 
not be taken at the end of th irty  days a fte r the opening of the 
books, to borrow money to pay the installments on their stock, and 
pledge the property and funds of the Baltimore and Ohio Railroad  
Company, with the consent of a majority of the stockholders, in 
general meeting called  for such purpose, as a security for the 
payment of any and every sum so borrowed". *
Thus the Baltimore and Ohio was early  given the right to 
become a holding corporation with respect to the Washington 
Branch Road (the o f f ic ia l  name of the new company), although the 
leg is la tu re  had hardly anticipated that such would be the resu lt  
of their action, and they certain ly did not expect that it would
*— t
obtain a controlling interest in the new company. That th is was 
* 7th An. Rept.,  B. & 0. R. R« Co.,1833, p. 8.
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true is  shown by the follow ing quotation.- "This law did not con­
template that the Baltimore and Ohio Railroad Company should 
necessarily become a stockholder. It was estimated that the 
Washington Branch Road would cost about $1,500,000, of which sum 
$500,000 was reserved for the State, $600,000 for certain corpora­
tions ( the City of Baltimore, and the company owning the turnpike 
road between Washington and Baltim ore)*, and the residue was to be 
open to individual subscriptions. It was only in the contingency 
of the corporations and individuals fa ilin g  to subscribe fo r  the 
stock a llo tted  to them that the Baltimore and Ohio Railroad Compa­
ny had power to become a stockholder." **
As has just been stated, the corporations, with the exception 
of the state, did not take the stock a llo tted  to them, and at the 
end of th irty  days the individual subscriptions were unexpectedly 
small, amounting to only $61,200. *** A meeting of the stockhold­
ers was thereupon called  for May 8, 1835, for the purpose of 
deciding whether the company should take the unsubscribed stock, or 
allow the project of building the road to f a l l  through. At the 
stockholders* meeting of that date it  was decided, by a vote of 
25,454 shares to 820 shares, to take the stock and to borrow money 
to pay the installments on the same as they might become due. The 
stock was thereupon subscribed fo r , and the Baltimore and Ohio 
Railroad Company became the owner of S,388 shares, or a l i t t l e  less  
than two-thirds o f the to ta l cap ita lization  of 15,000 shares.
*  7th An. Rept. ,  B. & 0. R. R. Co., 1833, p. 8.
** Ib id , p. 30.
* * *  Ib id , p. 9.
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From this it  w i l l  be seen that as early as 1833 the Baltimore 
and Ohio actually became a holding company with respect to the 
Washington Branch Road, and, what is  important to us, it  seems to 
have been fu lly  conscious of the true re lations between the two 
companies, and lived  up to them. In many cases, some of which w i l l  
be mentioned hereafter, the holding companies in their reports 
treat the subsidiary companies as i f  they own th e ir physical pro- 
perty d irec tly ; but the Baltimore and Ohio Company seems to have 
always considered the Washington Road as a separate company, of 
which it  was the largest and controlling stockholder, and conse­
quently i t  managed the operations of that road just as the operat­
ing holding companies of today manage the properties of the compa­
nies which they control. That th is was the attitude of the 
company is  shown by the following quotation,from i t s  annual report, 
with regard to the payment of installments to complete the con­
struction of the subsidiary road. * "The Baltimore and Qhio R a il­
road Company, as a stockholder, stands in the same position with 
re lation  to the work as other stockholders, and on every share, it  
is  immaterial who may be the possessor, the installments must be 
paid, pari passu ." In the financia l statements and balance 
sheets the stock of the Washington Branch Road was always carried  
as such, and not included in the physical property account, as 
other holding operating companies have often included the stocks 
held by them. The dividends which the Baltimore and Ohio 
received from the Branch Road always appeared in the income account 
under the proper heading; and the separate balance sheet, and the
* 7th An, Rept., B. & 0. R. R. Co., 1833, p. 31.
12
income and expenditure account of the Washington Branch Road were 
always included in the annual reports of the controlling company.* 
This is  in d irect contrast with the methods, so often practiced by 
holding operating companies, of consolidating the statements of 
the various subsidiary companies with that of the holding company, 
and considering the earnings of those companies as a part of the 
earnings of the holding company.
In the fir«st rea l balance sheet published by the Baltimore 
and Ohio, in 1841,** the stock of the Washington Branch Road was 
carried at $1,032,600, the increase over the orig ina l amount being 
due to a 10$ stock dividend in 1838 to set o f f  the actual cost 
of the road, which was 10$ more than had been anticipated, and 
which had been paid out of earnings. * * *  The stock was carried  
at about that amount until the reorganization in 18S9, when the 
amount was greatly  reduced. * * * *
A subscription of th is  size was a large one when the amount 
of i t  is  compared with the amount which the company had previously  
expended in the construction and equipment of i t s  road. About 
eight months previous to th is subscription, Oct. 1, 1832, the to ta l 
amount which had been consumed in constructing and equipping the 
line amounted to but $2,507,356.58.***** Consequently the 
$938,800 required to be paid for the stock of the branch road
♦V ariou s  reports of the B. & 0. R. R. Co. from 1836 on.
15th An. Rept. ,B. & 0. R. R. Co., 1841, p. 25 
* * *  3.2th An. Kept., Ib id , 1838, pp. 18 and 20.
* * * *  Com. and Finan.Chron.,1899, and An. Repts.of B. & 0. since 
that date.
* * * * *  6th An. Rept., B. & 0. R. R. Co., 1832, p, 132.
13
amounted to over 25 $ of it s  to ta l expenditures, or, in other words, 
the Baltimore and Ohio Bailroad Company was a holding company to 
the extent of 25$ of i t s  to ta l property assets. And in 1836, which 
was at least one year a fte r the last installment on the stock had 
been paid, the amount which had been spent by the company for  
construction and equipment was $3,474,600, * so that the investment 
of the company at that time in securities was 26$ of it s  investment 
in plant, and 21$ of i t s  to ta l investment.
The second venture of the Baltimore and Ohio into the f ie ld  
of the holding corporation was in 1846,** when it  subscribed for 
700 shares of the stock o f the Pittsburg and Connellsville  Bailroad  
Company, of a par value of $35,000. The f i r s t  installment of 
$1,750 was paid immediately, but the stock was not fu l ly  paid for  
u n til 1855.*** It  was stated in the annual report that the reason 
fo r the subscription was that the new road was to connect with 
the Baltimore and Ohio, and that it  seemed lik e ly  to become an 
important la te ra l road. * * * *  This seems to have been a case of 
lending aid in the construction of a road with the hope of being 
able to obtain future t r a f f ic  favors from i t .
During the next twenty years the company does not seem to 
have pursued the policy which it  had so c lea rly  commenced of pur­
chasing the stocks of other companies, fo r within that time it  
acquired no new stocks, although it  did increase it s  holdings in
* 10th An. Kept., B. & 0. R. B. Co., 1836, p. 68. 
** 20th An. Bept. Ib id , 1846, p. 11.
* * *  29th An. Bept., Ib id , 1855, p. 11 
* * * *  20th An, Bept., Ib id , 1846, pp, 10-11.
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the Pittsburg and Connellsville  Railroad Company, and acquired some 
bonds of a few companies. However, during th is time the company 
had made advances to some companies, among others the Parkersburg 
Branch Railroad Company, upon whose reorganization, in 1865, the 
Baltimore and Ohio received $5,680,684.94 of i t s  preferred stock 
to cover the advances which had been made to i t .  Shortly a fte r  
th is other stocks were taken to cover advances, and from then on 
the policy of acquiring the control of companies through stock 
ownership seems to have been d ilig en tly  pursued, un til in 1888 
the company owned stocks to a par value of $42,836,197.39, and 
bonds to a par value of $33,436,613.56. Of these stocks but 
$2,473,000 were carried in  the balance sheet at par value, and 
$28,587,186.56 of the bonds were carried at par. The remaining 
$40,363,197.19 of stocks and $4,849,427 of bonds were lumped to­
gether in the balance sheet at $10,635,445. This large amount of 
securities was divided among 34 d iffe ren t companies, of which 26 
were ra ilroad  companies; among the most important other stocks 
held were $1,000,000 in the United States Express Company, $5,000,- 
000 in the Western Union Telegraph Company, and $3,810,000 in the 
Consolidated Coal Company. The l is t  also included a dry dock 
company, a steamship company, and a cattle  exporting company. *
The amount which had up to th is time been invested in construction  
and equipment was $70,096,381.91, so that the investment in stocks 
was equal to about 14$ of the investment in p lant, and the to ta l 
investment in securities to about 37$£ of the to ta l investment.
* 62nd An. Rept., B. & 0. R. R. Co., 1888, pp. 20-23.
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Vermont Central Railroad Company.-
The next operating company to
enter the f ie ld  of the holding company that the w riter has been 
able to discover was the Vermont Central Railroad Company. In the 
balance sheet of that company * for the year 1849 there appears 
among the other assets the following items: Stock in the §rand
Junction Railroad Company $100,000, and stock in "the Boston and 
Providence Railroad Company $15,800. In 1850 ** stock in the 
Vermont and Boston Telegraph Company was carried at $2,000, but by 
1853 ***  the 120 shares of stock owned in that company were stated  
to have no market value, and the same valuation was placed upon 
138 shares of stock of the Vermont Valley Railroad, which had e v i- ' 
dently been acquired since 1850.
Sometime during the years 1853 or 1854 some stock was acquired 
in the Ogdensburg Railroad Company, which Was carried in the balance 
sheet for the year 1854 at $7,500.**** And in th is same year a 
contract was entered into with that company, whereby the Vermont 
Central secured a l l  of the business of that road destined for  
points beyond it s  l in e s .* * * * *  This seems to have been a case of th« 
purchasing of a small amount of stock in a minor road for the 
purpose of exerting some influence over it  in favor of the holding 
company.
* An. P.ept. ,Vt.Cent. R. R. Co., 1849, Vol. 4, pp.4 and 12. 
**  An. Rept,, Ib id , 1850, Vol. 5, p. 12,
***  An. Rept., Ib id , 1853, Vol. 8, p. 33.
* * * *  An. Rept., Ib id , 1854, Vol. 9, p. 10.
* * * * *  An. Rept., Ib id , 1854, Vol. 9,p". 13-14.
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Pennsylvania Railroad Company.- , ,. ..  . .
**--------------- -- “ The feature which distinguishes
th is period from the preceding period is ,  as has been stated 
above, the introduction of the idea of the mutual exchange of the 
stocks between the company about to become a holding company and 
the one about tq, become a subsidiary company. The f i r s t  time 
that th is new princip le  was actually put into practice * seems to 
have been in 1852 by the Pennsylvania Railroad Company. Shortly 
before that time the Pennsylvania had decided to adopt a policy of 
aiding and fostering the roads that were, or were to be, it s  west­
ern connections and la te ra l feeders. ** In pursuance of th is  
policy the company obtained the passage of an act by the le g is la ­
ture of the State of Pennsylvania, on April 14, 1852, authorizing 
it  to "subscribe to the capita l stock of the Ohio and Pennsylvania 
Railroad Company to any amount not exceeding five  per cent upon 
the capital stock, and pay fo r the same in cash, stock, or bonds 
of the said Pennsylvania Railroad Company". ***
* The f ir s t  mention of th is idea as a means of obtaining the stock 
of another company seems to have been made at an adjourned meeting 
of the stockholders held March 1, 1851. At that meeting kr. c>. .. 
Merrick urged the subscription of $250,000 of the stocK of the Ohio 
and Pennsylvania Railroad Company, which subscription should be 
payable in the stock of the Pennsylvania Railroad Company, The 
decision was,however, postponed because of the state of the finances 
of the Pennsylvania at that time. 5th An. Kept., Pa. P. R. ~o., 
1852, pp. 9-10. , ort_
**  Hunt's Merchant's Magazine, 1866, Vol. 54, p. 2 .
* * *  Corporate History of the Pennsylvania Lines West of P ittsburg,
Vol. I ,  p. 129.
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The company thereupon, sometime during the year 1852, sub­
scribed for stock in the Ohio and Pennsylvania Railroad Company to 
the amount of $250,000 or $300,000,* and paid $137,600 **  of the 
subscription with i t s  own stock .*** The Ohio and Pennsylvania 
was having trouble in completing it s  lin e , and the Pennsylvania 
made th is subscription and exchange of stocks to aid it  in fin ish ­
ing it s  construction. The connections with th is road enabled the 
Pennsylvania to make connections with the Lake at Cleveland, which 
was of great importance to i t .  * * * *
Following up th is policy , the stockholders' meeting of the 
next year, 1853, authorized the d irectors to subscribe stock in  
various ra ilro ad s , i f  le g is la t iv e  sanction could be obtained. 
Application was accordingly made to the leg is la tu re  of the State 
of Pennsylvania, and, on March 23, 1853, an act was passed author­
izing the company to subscribe to the cap ita l stock, or to guarantee 
the bonds of other companies, to the extent of 15 of it s  own paid 
up cap ita l stock. * * * * *  The company then made the follow ing sub­
scriptions: $750,000 of the stock of the Marietta and Cincinnati
Railroad Company, $100,000 of the Maysville and Big Sandy, $100,000 
of the Springfie ld , Mount Vernon and P ittsburg, and $300,000 of the
* The sixth annual report states the amount as $250,000. while the 
seventh annual report states that $150,000 had been subscribed,and 
by that time paid, and that an additional $150,000 which had been 
subscribed conditionally , had not been paid. It seems that the 
la t te r  statement is  the correct one, since a to ta l of $300,000 was 
soon afterwards received by the company. 6th An. Rept.,Pa. R. R. Co, 
1853, pp.14 and 28; 7th An. Rept., p. 18; 8th An. R ep t.,p p .ll and 
i5 .
** 6th An. Rept., Pa. R. R. Co., 1853, p. 14 _ .
* **  Hunt's Merchant's Magazine, 1866, Vol. 24, p. ^77; uth An. Rep^.
Pa. R. R. Co., 1855, p. 12.
*** *  5th An. Rept., Ib id , 1852, p. 20.
* * * * *  Hunt's Merchant's Magazine, 1866, Vol. 54, p. 277.
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Ohio and Indiana.* These subscriptions were paid before January 
1, 1854, by giving in exchange for these stocks the stock of the 
Pennsylvania Railroad Company at par, except in the case of the 
Maysville and Big Sandy, for which stock |100,000 of the stock of 
the Marietta and Cincinnati, which had already been received, was 
exchanged. ** And in th is year the company also finished the 
exchange for the f i r s t  $150,0^0 of the stock of the Ohio and 
Pennsylvania Raijroad Company.
These subscriptions brought the amount of stocks in other 
companies held by the Pennsylvania, on the f i r s t  of January, 1854, 
up to $1, 300,000, which was about 12$ of it s  paid up capital of 
| l l , 228,020, and about of the tota l investment of the company 
of f 15,633,854.13. *** And, la te r in the year, the Pennsylvania 
further exchanged |150,000 of i t s  stock for another |150,000 of the 
stock of the Ohio and Pennsylvania, bringing i t s  interest in that 
company up to f.300,000, and it s  to ta l stock holdings up to |l,450T 
000. ** * *
Each one of the above roads in which stock was taken was se­
lected with the defin ite  purpose in view of aiding the Pennsylvania, 
either by giving it  feeders from new te rr ito ry , or by giving it  
better and more through routes to distant points. * * * * *  The invest-
* 7th An. Rept. ,Pa. R. R. Co., 1854, p. 25.
** Ib id , p. 17.
* * *  Ib id , p. 25.
* * * *  8th An. Rept., Ib id , 1855, p p . l l ,  15, 20. 
**'*♦* 7th and 8th An. Repts., Ib id .
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ment of the company in the Ohio and Pennsylvania and the Ohio and 
Indiana roads proved to be very pro fitab le  to the company, both in  
the way of dividends, and in the connections and other t r a f f ic  
advantages which they afforded the holding road. The amount of 
the holdings in these two roads was increased through stock d iv i­
dends, by 1856, from $600,000 to $768,850. In that year the 
stocks of these two companies were merged into the Pittsburg,
Fort Wayne and Chicago Railroad Company, which company was destin­
ed to become one of the most important of the Pennsylvania1s west­
ern connections and subsidiary companies. * The investments in  
the other three companies did not turn out quite so w e ll, and the 
accounts with them were charged to p ro fit and loss during the year 
1858.**
The policy of the acquisition of the stocks of other compa­
nies which, as has been seen, was so auspiciously inaugurated in 
1853, seems to have been, for a long time, at least, abandoned.
For from then u n til 186§^a^few small lo ts  of stocks were obtained 
by the company, and none of them were of any great importance.
This was probably due to the interruption and financia l troubles  
attendant upon the C iv il War. But beginning with that year, the 
company again became very active in acquiring the stocks of other 
companies, and by the end of 1874 was the possessor of stocks with 
a par value of $52, 463,885, and bonds of a par value of $38,165,- 
300, the sum of these securities being carried in the general
* 10th An. Kept., Pa. R. R. Co., 1857, p. 25. 
**  12th An. Rept., Ib id , 1859, p. 10.
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account at their cost of 168,542,568.78. The to ta l assets of the 
company were at that time $149,888,397.59, so that the amount of 
securities held by the company was over 45$ of i t s  to ta l assets. 
This large amount of stocks was distributed among 40 d ifferent  
companies, of which 29 were ra ilroad  companies, the remaining ones 
including steamship, coal, canal, steel companies, etc. *
In the year 1874 d issatisfaction  seems to have been expressed 
by some of the stockholders as to the policy of the company in  
purchasing such large amounts of stocks of other companies, and as 
to the values at which they were carried in the balance sheet, and 
a committee was appointed to examine the values of the stocks and 
bonds owned, and to consider the policy of the company in regard 
to the matter. In it s  report the committee recommended that the 
re lations of the Pennsylvania Railroad Company with a l l  the compa­
nies controlled by it should be, where important to it s  in terests, 
in the form of consolidation or of leasing; the leasing plan to 
be given the preference, for i t  had already been successfully  
adopted by the road in many cases. This plan was recommended be- • 
cause it  would re lieve  the company of the necessity of holding the 
llarge amount of securities which it  was then compelled to keep in 
i t s  treasury in order to hold control of the roads, and would thus 
release a large amount of money that might w ell be used in other 
ways.** From these recommendations it  is  evident that the committ
* 28th An. Rept., Pa. R. R. Co., 1875, pp. 53-57. 
**  Com. and Finan. Chron., 1874, Vo l. 19, p. 297.
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ea was opposed to the holding method for the purpose of controlling  
oidler companies. The method which the3r proposed would undoubtedly 
have been of temporary financia l advantage to the company i f  i t  
had no desire to expand any further than it  had already done. But 
i f  it  wished to continue it s  expansion, the purchase of the stocks 
of roads desired was almost indispensable. Favorable leases of 
other roads could not be acquired unless the company controlled  
the roads, and th is could only be done through stock ownership.
And i f  stock was purchased only for the purpose of obtaining a 
favorable lease, then should the road desire to s e l l  the stock 
again, it  would have to do so at a great lo ss ; because i f  the terms 
of the lease were very favorable to the leasing road, they would 
not be so from the point of view of the stockholders of the leased  
road. As to the other recommendation of consolidation, th is  plan 
would be satisfactory where the Pennsylvania held a l l  of the stock 
in the roads to be consolidated, but in other cases the additional 
expenditure of large sums would be necessary in order to buy 
up the outstanding stock of those roads. And as to expansion by 
th is  means, the outright purchase of a p ro fitab le  road would in 
a l l  p robab ility  not be economical, although in the case of bank­
rupt roads it  would probably be the best plan. The recommendations 
of the committee seem to have had considerable e ffect on the policy  
of the road, for i t  did not increase i t s  holdings in stocks u n til 
1879,* but from that time on the orig ina l policy was actively  
pursued, as is  shown by the table below,
* An. Rept., Pa. R. R. Co., 1879 and 1880.
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Year Par value of Total cost of
securities. securities as 
per general 
assets.
Ifo'c¥s~ 1  ----------- '------
1884* $ 96,866,516.64 69 $203,576,507.221
Bonds $45,594,800.00
Stocks $127,727,067.80
1894** $119,005,655.66 99 $267,987,927.51
Bonds $ 42,660,181.77
Stocks $274,699,552.57 *** *
1908*** • $252,094,793.95 84 $706,443,086.&
Bonds $ 42,654,170.65
From th is table i t  w i l l  be seen that while the amount invested 
in stocks has increased greatly , the amount invested in bonds has 
remained about the same. This seems to be a sign that for the pur­
pose of aiding other companies the Pennsylvania had substituted stock 
for bond subscriptions and purchases, thus putting i t s e l f  in a posi­
tion to control the ir operations while s t i l l  giving them aid.
By far the most important venture of the Pennsylvania Railroad 
Company into the f ie ld  of the holding company occurred in 1870, when 
it  conceived the idea of forming a pure holding company for the pur­
pose of consolidating and directing the operations of i t s  lin es west 
of Pittsburg, In that year the Pennsylvania Company was formed for  
that purpose, and the Pennsylvania Railroad Company took over a l l  of 
the stock of that company, and gave it  in return certain stocks and
* 38th An. Rept., Pa. R. R. Co., 1885, pp. 36-37. 
** 48th An. Rept., Ib id , 1895, pp. 35-39.
***  62nd An. Rept., Ib id , 1909, pp,
****  Excluding the New York Tunnel stock.
No. of Total
Cos.in assets
which
stock was
held
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leases. *
Chicago and North Western Ra i lway Company. -
In 1864, the Chicago
and North western Railway Company enlarged i t s  system by the addi­
tion  of two independent roads, the Galena and Chicago Union Railroad  
and the Peninsula Railroad. In contemporary reports both instances 
were spoken of as consolidations, but since they were both effected  
by the exchange of t^e stock of the Chicago and North Western fo r  
the stock of the other companies, the North Western in re a lity  be­
came a holding corporation fo r the other two companies.
The immediate reason fo r the"Consolidation" between the 
Galena and North Western was the "long continued, unwise, and in ju ­
rious competition" ** that existed between the two roads. Stock­
holders of both roads were consulted, and on June 2, 1864, a plan  
of consolidation was approved by a majority of a l l  of the stock­
holders of both roads. The plan which was adopted provided that 
the stockholders of the Galena should rece ive ,fo r each share of 
th e ir Galena stock, one share of North Western preferred, one share 
of North Western common, and $3 in cash. ***  This plan was carried  
out immediately, so that by June, 1864, a l l  but 1882 out of the 
orig ina l 60,284 shares of Galena stock had been exchanged, and of 
the number s t i l l  outstanding, 472 shares had assented to the exchange
* Note: This company w i l l  be fu lly  discussed under the chapter on 
Period I I I ,
**  6th An. Rept., C. & N. W. Ry.Co., 1865, p. 34.
* * *  Com. and Finan.Chron., 1865, Vol. 1, p. 711.
* * * *  6th An. Kept., C. & N. ¥. Ry.Co., 1865, p. 35.
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This consolidation was confirmed by the state leg is la tu res  of both
I l l in o is  and Wisconsin, the I l l in o is  leg is la tu re  going so fa r  as
to state, "the Chicago and North Western Railway Company, as now
consolidated, may have anrf-exercise a l l  the powers heretofore con-
ferred by th is or any other state upon the Chicago and North Western
Railway Company, and the Galena and Chicago Union Railroad Company,
or any other company consolidated with i t " ,  *
Previous to the "consolidation" of 1864 both the North Western
and the Galena had "consolidated" various minor roads into their
companies, but in most instances it  i s  impossible to decide from
the reports by just what methodsthese "consolidations" were made.
**
The acts of the leg is la tu re  of the State of I l l in o is  concerning the 
consolidation of ra ilroad s , dated February 28, 1854, seems to have 
le f t  the methods of making such consolidations to the d iscretion  of 
the companies consolidating. Hence, i t  is  not uh likely  that most 
of the consolidations were made through an acquisition  of the stock 
of the subsidiary companies, although in only two instances, which 
are given below, was such given as the actual means of bringing  
about the consolidations.
As early  as 1854 the Galena became the controlling stock in  
the Beloit and Madison Railroad Company, and obtained a perpetual 
lease to the company's lin e . The control came about because the 
Galena had previously advanced considerable money to that road, and
upon it s  fa ilu re  and reorganization in 1854, as the p rincipa l
* 6th An. Rept., C. 8c N. W. Ry. Co., 1865, pp. 34-5. 
**  I l l in o is  Statutes to 1860.
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cred itor, it  obtained a large majority of the stock ,- in fac t, a l l  
•jiu f 115,000. Under the terms of the lease the Galena was to pay 
8,j per annum on the outstanding stock, i f  that amount was earned 
oy tne road. Later, a fte r the consolidation, it  was decided to 
secure th is  outstanding stock by an exchange of North Western stock 
xor i t .  ihe acquisition  of th is  stock was desired,because, under 
the o rig ina l agreement, it  was necessary to maintain a separate set 
of books at an expense and trouble that approximated the 6$ dividend 
on -he outstanding stock. Exchanges were then made on the basis of 
the North Western stock at par, and the Madison and Beloit stock at 
80^ > of par. *
A few years la te r , about 1857, the Galena company acquired more 
stock, in th is case it  was due to the fact that it  had been iden­
t i f ie d  with the construction o f the Fox River Valley Railroad. A 
large amount of bonds of the company was naturally  acquired, and the 
ualena leased and operated the road. Later the road was sold and 
reorganized under the name o f the Elgin and State Line Railroad  
Company, and the Galena Company then became the holder of a l l  of 
the cap ita l stock. Here, where the company could just as eas ily  
have purchased the physical property of the road, it seems to have 
preferred to keep the road under the nominal ownership of a separate 
corporation, and to have considered i t s e l f  as a stockholder, fo r the 
report concerning the transaction says, "leaving the road, at that 
time, free  of a l l  incumbrances, other than the stock held by the 
Galena Company". **
* 6th An, Rapt., C. & N. W. Ry. Co., 1865, pp. 11-12. 
**  Ib id , p. 12.
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The other road absorbed at th is time, the Peninsula Road, was 
to the North Western the key to the Lake Superior business, and 
fear that the road would f a l l  into the control of persons opposed 
to the North Western led to the consolidation with i t .  Previous to 
1864 they had tried  to agree upon terms, but had fa ile d , and in  
June, 1864, the d irectors were given the authority to make the con- 
so lidation , though i t  was not u n til October that satisfactory  terms 
were agreed upon, * The terms of the exchange of stock were: one
fu l l  share of Peninsula stock fo r one-half share of the preferred  
stock, and one-half share o f the common stock of the Chicago and 
North Western, ** One of the provisions in the agreement to con­
solidate was to the effect that holders of the Peninsula stock might 
continue to hold such stock and receive any dividend that might be 
declared thereon out of the special earnings of the road. This 
agreement was in accordance with a Wisconsin law passed March 26, 
1864. Out of the to ta l cap ita l stock of $2,000,000 of the Peninsula 
road there was s t i l l  unexchanged in June, 1865, $393,000. That th is
large amount was s t i l l  unexchanged was probably due to the existence
***
of the provision mentioned above, as the follow ing quotation shows:
WA portion of the Peninsula stockholders s t i l l  continue to hold their 
stock, preferring to re ly  upon the earnings of that road for d iv i­
dends upon i t ,  rather than upon the general earnings of the Consol­
idated company".
* 6th An. Rept., C. & N. W. Ry. Co., 1865, p, 30. 
**  Ib id .
* * *  Ib id ,
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The next adventure of the North Western into the f ie ld  of a 
holding corporation was with respect to the Chicago and Milwaukee 
Railway Company. This road was "the only remaining lin s  in competi­
tion with the roads of th is  Company”, and it s  control was desired  
"fo r  securing greater certainty of earnings, more economy in the 
management of their roads, to the mutual advantage of the people 
using them and the parties owning them, and not with any blind and 
stupid desire of impossible monopoly” . * The board of d irectors  
were a fra id  that public knowledge of the intended control would pre­
vent i t s  successful execution, and consequently they assumed the 
respon sib ility  fo r the movement without any previous consultation  
with the stockholders of the company. Securing the stock of the 
competitive road in th is manner naturally  involved some extra cost, 
and it  was necessary to issue $1,372,000 of the stock of the North 
Western in exchange for $1,374,150 of the Chicago and Milwaukee stock 
But since the to ta l stock of the Milwaukee road was $2,250,000, th is  
gave the North Western a controlling in terest. By June, 1867, the 
holdings in th is subsidiary road had increased to $2,018,200, th is
increase having been effected by an exchange of stock, share for 
share,* * * *
From the balance sheets as published by the Chicago and North 
Western Railway Company, it  does not appear that the company was as 
much of a holding company as re a lly  was the case, The stocks of the
** f £ L An’ **!£*•' C- & Ry* Co,, 1865, p. 36.1 Did., p « 46•
7th and 8th An. R ep t.,Ib id , 1867, p. 38.
* * * *  Ib id , p. 11. *
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Galena and the Peninsula roads never appeared in the balance sheets 
as such, and stock of the Milwaukee was carried as securities in  
1865, 1866, and 1867; but in 1868 it  was "carried  to construction  
and charged o f f ,  although $153,400 of the stock is  s t i l l  in other 
hands". * In place of carrying the stocks under their true t i t le s  
they were lumped together at their cost price under the follow ing  
t i t le :  "Old Construction, cost of road and property in accordance 
with the terms of consolidation between the G.& C.U.R.H.Co., the 
C.& N.W.R.Co., and the Peninsula R.R.Co. of Michigan." **  That the 
cost of the subsidiary roads was actually  included in th is account, 
and that the physical property of those roads had not yet been taken 
over by the North Western, is  shown by the follow ing statement:
"the amounts and issues of stocks in settlements and exchanges, 
charged to old construction account in th is and former reports, in  
accordance with the provisions of the plan of reorganization of 
February, 1859, and with the terms of the consolidation with the 
Galena Railroad in June, 1864, having now substantia lly  complied with 
a l l  the requirements of those contracts, but few, i f  any, further 
changes or issues of that character are now antic ipated ." ***
Since the entire purchase price o f the stock of the subsidiary  
companies was included in the item of "Old Construction", i t  was 
necessary to show the equivalent of the stock which had not yet been 
exchanged on the l i a b i l i t i e s  side of the balance sheet. This was 
taken care o f by l is t in g ,  as a l i a b i l i t y ,  stock,as yet unissued, but 
which was to be issued in exchange for the stock s t i l l  outstanding
* Com. and Finan. Chron.,1868, Vol. 7, pp. 488-9.
** 6th An. Rept. ,  C. & N. W. Ry. Co., 1865, p. 64. >
***  7th and 8th An. Repts., Ib id , 1866-67, p. 15.
of the subsidiary companies. And in the income accounts there 
appear items of interest paid by the North Western on the outstand­
ing stock of those roads. Hence it  seems that the North Western 
did not consider i t s e l f  a holding company, but rather as the owner 
of the physical property of the subsidiary roads.
Sometime during the year preceding June, 1867, the entire  
stock of the Green Bay Transit Company was acquired. The property 
0.1 th is company consisted of a line  of steamboats, and was desired  
fo i the purpose of securing a better connection between two divisions  
of the road. I t s  stock was carried among the securities on hand 
for the year 1867, but by the year 1869 it  had disappeared, presum­
ably absorbed in the "Old Construction” account.
Besides the companies which have already been discussed the 
North Western in 1865 held the following stocks:
Sterling Bridge Company's stock $2,000.
Dubuque and Sioux City R. R.
C o .'s  Pfd. Stock 8,525.44
Propeller Favorite Stock 10,455.
Thus while the value of the stocks which the North Western 
carried as such in it s  balance sheet amounted to but $1,300,000, or 
thereabouts, or 3$ of the to ta l assets of $39,000,000, the actual 
par value o f  stocks included in the ”01d Construction Account" 
amounted to over $8,000,000, and had cost the company in i t s  own 
S i - o c k ,  over $14,000,000. This brings the to ta l investment in stock 
up to more than $15,500,000, or 40$ of the to ta l assets, and 60$ of 
the to ta l issued stock of $26,155,740.97. *
* 6th An, Rept., C. & N. W. Ry. Co., 1865, pp. 35, 45, 46, 54, 55.
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Soon a fte r th is  the North Western gave up the policy  of the 
extensive acquisition  of the stocks of other companies, consolidated  
the physical properties of the companies it  controlled with it s  
own property, and made most of it s  la te r  acquisitions by construc­
tion or purchase of physical property. Today it  is  a holding 
company only to a very small extent.
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Western Union Telegraph Company. -
The f i r s t  of the public ser­
vice companies to enter the holding f ie ld  seems to have been the 
Western Union Telegraph Company. This company was o r ig in a lly  organ­
ized in 1851 as the N. Y. & Miss. Valley Printing Company, with an 
authorized cap ita l of $360,000. * On A pril 4, 1856, the name of th* 
company was changed by a special act of the New York leg is la tu re  to 
it s  present form. **
For more than seven years no cash dividends were declared, the 
earnings being used to construct and purchase additional lin es .
But during th is  time scrip  dividends were issued to a great extent, 
so that by January 1, 1864, the outstanding stock of the company 
had been increased by th is means and by the absorption of other 
companies to $7,950,700. * * *  The company then began the policy, 
which it  long continued,of exchanging i t s  stock fo r  the stock of 
companies whose properties it  wished to operate in  harmony with its  
own. In January, 1864, it  exchanged $1,277,310 of i t s  own stock for  
the $1,000,000 capital stock of the Pac ific  Telegraph Company, fo r  
the purpose of controlling the telegraph business to the Pacific  
coast; and before May 16 of the same year i t  had further exchanged
.* Com.and Finan. Chron.,1869, Vol. 9, pp.292-3.
** Ib id , 1881, Vol. 32, p, 207.
***  On page 207 of Vol. 32 of the Com. and Finan. Chron., it  is  
stated that th is increase in stock was due to stock dividends, but 
pages 292-3 of Vol. 9 (1869) it  is  itated that th is increase was 
due to stock dividends and "consolidations" with other companies, 
.nxs la t te r  statement was made nearer that time and seems more 
lik e ly  to be true.
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|600,000 of i t s  stock for the stock of the New York, Albany and 
Buffalo Company, and f 146,.500 for the stock of the New York and 
Washington Printing Telegraph Company. * On May 11, 1864, a 100$ 
stock dividend was declared,which brought the to ta l issued stock up 
to $20,153,800.**
Between the years 1864 and 1869 the company seems to have been 
especia lly  active in acquiring the stocks of companies that were 
either competing with it  or that would extend it s  f ie ld  of opera- 
tions. The stocks in these new companies were acquired in the f o l ­
lowing ways: ( l )  By issuing new stock and giving it  in exchange fo r  
the stock of the company desired; (2) by issuing bonds in exchange 
for stocks; and (3) by purchasing stocks with surplus earnings of 
the company. The company also made it  a practice at times to use its  
surplus earnings to buy up it s  own stock in the open market, and la t ­
er to exchange th is stock for the stock of other companies. During 
the five  years, 1864-69, about $20,000,000 of stock of the Western 
Union was issued in exchange for stock in thirteen d iffe ren t compa­
n ies, of which the most important were as fo llow s (the amount of 
Western Union stock given in each case is  shown): Ohio Telegraph
Company, $833,400; United States Telegraph Company, $3,885,200;
United States Pac ific  Telegraph Company, $3,333,300; and American 
Telegraph Company, $11,833,100. A ll four of these companies were 
absorbed between April and July, 1866, and th is is  la te r  referred  to 
as the "consolidation’1 of 1866. Besides th is great amount of stock, 
which was issued in acquiring the stocks of other companies, about 
$3,500,000 of the bonds of the Western Union were also exchanged for  
stocks of three other companies; of these, the stock of the
* Com. and Finan. Chron.,1881, Vol. 32, p. 207." ’
** Ib id .
33
Russian Extension Telegraph Company was the most important, for  
which $3,170,392 of bonds were given. Cash purchases were made of 
various stocks to the extent of only $77,000.* From th is  it  w i l l  
be c lea rly  seen that the princip le  of the exchange o f stocks was 
the dominating one during th is period of the growth of the Western 
Union, and was the means by which i t  was enabled to extend it s  f ie ld  
of operations.
The issue of th is large amount of stock in exchange fo r  other 
stocks, together wiWi a 100$ script dividend in May 1864, raised  
the amount of issued stock of the Western Union, in January, 1870, 
to $41,070,600, and by 1873 i t  had changed but s lig h t ly , being 
$41,073,410, at which amount it  remained u n til 1881. The outstand- 
ing stock was during that time only $35,084,975, u n til a script 
dividend of 17$ in 1879 increased it to the issued amount.**
From 1869 to 1881 the company does not seem to have greatly  ex— 
ercised it s  policy  of exchanging i t s  stock for the stock of other 
companies. The only stock of any importance acquired during th is  
period was in 1877,when a controlling interest was purchased in the 
Atlantic and Pac ific  Telegraph Company, a large part of the payment 
probably being made by the exchange of Western Union stock. * * *
The d irectors of the ^tlantic  and Pacific,who were in o ffice  at the 
time of the purchase,were opposed to the control of the Western 
Union, and immediately caused the d iv ision  to i t s  stockholders of
6,300 shares of the stock of the Franklin Telegraph Company, which 
were held by their company, to prevent the Western Union from ob­
taining control of i t  through them.****
-* Com. and Finan. Chron., 1869, Vol. 9, pp. 292-3. 
** Ib id , 1881, Vol. 32, p. 207.
* * *  Ib id , 1877, Vol. 25, p. 188.
* * * *  Ib id , 1877, Vol. 27, p. 593.
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In 18S1 the Western Union obtained the control of it s  two 
principal competitors through an exchange of stock. This was known 
as the Grand Consolidation, and by means of it  the American Union 
Telegraph Company and the Atlantic and P ac ific  Telegraph Company 
were brought in as subsidiary companies. Previous to th is time the 
Western Union had, as stated above, obtained a controlling interest 
in the la t te r  of these two companies, and had leased it s  properties,
but fo r some reason the re lation s were not satis factory . The terms
#
of th is  exchange were that the stock of the American Union Telegraph
Company should be exchanged, share fo r share, fo r  that o f the
Western Union, the $5,000,000 o f i t s  bonds at par for Western Union
stock, and the 140,000 shares of the Atlantic and P ac ific  for 84,000
shares of the Western Union, or at a ra tio  of 5 fo r 3. This exchange
was to include the 72,100 shares of the la tte r  company then held by
and a 3 8 ^  stock dividend,
the Western Union. * By th is  exchang^the issued cap ita l stock of 
the Western Union was increased to over $80,000,000.
This exchange of stocks was opposed by some of the stockhold­
ers and they brought suit to prevent i t s  completion. A temporary 
injunction was granted against the exchange. Later, however, on 
February 3, Judge Barret rendered h is decision refusing to grant the 
injunction, basing h is position on the law o f 1870, which is  as f o l ­
lows: " In order to perfect and extend the organization of telegraph
companies in th is state, and promote th e ir union with telegraph  
systems o f other states, any telegraph company organized under the 
laws of th is state may lease, s e l l  or convey it s  property, righ ts , 
p riv ile ges  or franchises, or any interest therein, or any part there-j
* Com, and Finan. Chrcn., 1881, Vol. 32, p. 124,
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o f, to any telegraph company organized under or created by the laws
of th is or any other state, and may acquire by lease, purchase or
conveyance, the property, righ ts, p riv ile ges  and franchises, or
any interest in or any part thereof, of any telegraph company
organized under or created by the laws of th is  or any other state,
and may make payments therefor in i t s  own cap ita l stock, money or
property, or receive payments therefor in the stock, money or
property o f the corporation to which the same may be sold, leased
or conveyed; provided, however, that no such purchase, sa le, lease
or conveyance by any corporation of th is  state sha ll be v a lid  un til
i t  shall have been ra t if ie d  and approved by a 3/5 vote of the board
of d irectors or trustees, and also by the consent thereto in  w riting
or by vote, at a general meeting ca lled  for such purpose, of 3/5 in
interest of the stockholders in such company present or represented
by proxy at such meeting, * Soon a fte r th is  decision was rendered
another judge granted an injunction, but s t i l l  la te r  th is was set
aside and the decision affirm ed. The statute quoted above seems to
have been the f i r s t  general statute permitting the holding of the
securities of certain public service corporations by certain  other
corporations, and from th is  it  w il l  be seen that as early  as 1870
the laws of the State of New York permitted an operating telegraph
company to purchase and hold stocks of any other telegraph company,
**
In a report of the company fo r the year 1882 a complete l i s t  
of the Btocks and bonds held by the company was given. In th is  l i s t  
the securities were divided into two classes, f i r s t ,  "Marketable” 
stocks and bonds, and second, "not marketable" securities ,
%
* Com, and Finan, Chron,, 1881, Vol. 32, p. 156,
**  Ib id , 1882, Vol. 35, p. 427.
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The marketable l i s t  included stocks of over* 21 companies, and a 
very small amount of bonds, the market value o f the securities being 
given as $8,133,553, which was nearly the same as the ir par value. 
The d istinction  between the marketable and not marketable securi­
t ie s  was as fo llow s: "The foregoing list(m arketable  securities ) 
does not embrace the large amount of stocks held by th is company in 
telegraph companies whose lin es have been- leased by th is company, 
and the greater part, and in some instances the entire stocks, 
subsequently purchased, and the telegraph properties substantially  
merged into the Western Union System." This l i s t  of not marketable 
securities included the stocks of over * 12 companies, of a marketa­
b le  value of over $12,500,000,and an almost equal par value.
Besides the stocks mentioned the company also  held $6,000,000 of the 
stock of the United States Telegraph Company, $14,000,000 of the 
Atlantic and P ac ific , and $10,000,000 of the stock and $5,000,000 
of the bonds of the American Union Telegraph Company. These stocks 
were held to be not marketable because "they were d irec tly  cap ita l­
ized by th is company, by the issue of i t s  stock in exchange there­
fo r . "  From th is  last statement it  seems that the company made a 
d istinction  between some of the companies fo r  whose stock it  had 
exchanged it s  own. This was probably due to the fact that i t  had 
made the exchange with the last three companies mentioned upon 
agreement with those companies, and fe lt  i t s e l f  bound not to put any 
of those stocks back in the market. And besides the stocks already  
mentioned above, i t  held $3,000,000 of stock and $375,000 of bonds
* One item being "stocks of miscellaneous companies", it  is  
impossible to find out the exact number of companies,
of the Mutual Union Telegraph Company, which were not included 
because they were purchased a fte r  the report was made out.
Besides the large amount of stocks and bonds mentioned above, 
aS3r ©gating al i  over $60,000,000, which had been acquired since 
1866, the company had also expended over $10,000,000 in the direct 
construction of new lin es . And,since over $2,000,000 of stocks in  
other companies had been acquired previous to 1866, it  w il l  be seen 
that over 75^ of the capita l stock of the company was represented 
by the stocks of other companies. *
Since in the year 1881 the Western Union received lega l sanc­
tion  of i t s  expansion by means of acquiring the stocks of other 
companies, it  was thereafter enabled to sa fe ly  pursue the policy  it  
had so long employed. Even at that time it  held the most important 
position  among the telegraph companies of the United States, and it  
continued to strengthen i t s  position by acquiring stocks of various 
r iv a l companies, and of companies in new f ie ld s . In 1887 it  obtain- 
ed control of it s  greatest r iv a l ,  the Baltimore and Ohio Telegraph 
Company, by exchanging $5,000,000 of i t s  own stock with the B a lt i­
more and Ohio Railroad Company fo r the control of that company.
In 1909 the company owned stock in 51 d iffe ren t companies o f a par 
value of $28,452,850. **
* Com. and Finan. Chron., 1882, Vol. 35, p. 427. 
** Moody's Manual, 1909, p. 2133.
Chapter IV.
HISTORY OF THE HOLDING CORPORATION (Cont.)
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Period I I I .  IBgS-IS&S
The beginning of th is period was marked by the incorporation  
of companies fo r the purpose of holding securities of other compa- 
nies^and, by means of th is ownership and by leases,to  operate physi­
cal properties not owned by the company. Previous to th is time
• '
corporations had been organized only fo r the purpose of acquiring 
physical properties owned d irectly  by themselves, and fo r operating 
the same.
The f i r s t  company organized wholly fo r th is purpose seems to 
have been the Pennsylvania Company, which was incorporated by a
*
special act of the leg is la tu re  of the State of Pennsylvania in 1870. 
Tae corporate powers granted to th is company were very extensive, 
and included, besides the usual ones, "the power to make purchases 
and sales for investments in the bonds and securities of other com­
panies". ** This company was organized by the Pennsylvania Railroad  
Company, which had previously, through stock ownership and leases, 
secured control of several roads west of P ittsburg, and i t  then 
formed th is  company with the expectation that thereby it  would be 
possible to "more conveniently and e ff ic ie n t ly  manage the ra ilroad  
properties commonly known as the Pennsylvania lin es west of P it ts ­
b u rg ",** *  and"to secure by single management of the railways beyond 
Pittsburg, harmonious action throughout the entire s^'stem that we
* 1Corporate History of the Pa. Lines West of Pittsburgh, V o l.l ,p . 1. 
**  Ib id , p. 12.
* * *  25th An. Rept.,  Pa. R. R. Co., 1872, p. 16.
now control, and at the same time obtain the best resu lts  from the 
large amount of ro llin g  stock, by tran sferring , as occasions may 
require, portions of that o f one line  to another
early  policy of the Pennsylvania Railroad Company, with regard to 
i t s  western feeders and connections, had been one of fostering inde­
pendent companies, and advancing money to them, due to the fact tha1 
the company was sensible to the prejudice against large corporation  
since the fa ilu re  of the United States Bank. This plan had worked 
f a i r ly  well fo r some time, but la te r  r iv a l roads tried  to obtain 
control of these feeders and connecting roads, and had only been 
prevented from doing so by the prompt action of the board of d irec t­
ors in securing such control fo r the Pennsylvania Railroad Company. 
Then, in 1870, the organization of the Pennsylvania Company was 
proposed ’’in order to give greater sim plicity and e ffic ien cy  to the 
management of th is  large western interest and as fa r as possible  
return to our former po licy” . **
With these objects in view, the Pennsylvania Company was incor­
porated by a special act on A pril 7, 1370, supplemented by an act 
of February 13, 1871, authorizing the issue and sale of common and 
preferred stock. Although the f i r s t  election of d irectors had 
ta^en place the preceding June, the p ractica l operation of the com­
pany did not begin un til A p ril 1, 1871, upon which date the stocks, 
bonds, and leases of the companies which the Pennsj^lvania Company
In the report of 1871 for the year 1870 it  is  stated that the
* 24th An. Rept., Pa. R. 
** Ib id , 1871, pp. 17-18.
, , R. Co., 1871, p. 16.
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was to operate were transferred  to it  by the Pennsylvania Railroad  
Company. *
The o rig ina l cap ita l stock, as authorized by the charter, was 
only $100,000, but on January 30, 1871, it  was increased to 
$12,000,000, of which $8,000,000 was preferred and $4,000,000 
common.** Then $200,000 o f the stock was subscribed fo r  and taken 
by the. managers of the company in order to perfect i t s  organization. 
The deed making the* f i r s t  conveyance of property to the Pennsylva­
nia Company, while bearing the date of June 29, 1874, actually  
took e ffect April 1, 1871, upon which date the property was 
tran s fe rred ,****  The property which was received by the company 
at th is  time consisted of stock in nine d ifferent ra ilroad s , the 
largest amount of stock being in the P ittsburg, Cincinnati and 
St. Louie Railway Company; leases of two of these roads, the 
lease of the Pittsburgh, Fort Wayne and Chicago Railway being the 
most important; a lease of part of the property of another of the 
roads; some bonds in one o f the roads; bonds of two other roads, 
and of one c ity ; and also bonds of six roads which had been 
acquired by the Pittsburg, Cincinnati and St. Louis R ailw ay .*****
In return for th is  property the Pennsylvania Railroad Company r e -
Corporate H is t ., Pa. Lines, Vol. 1, p. 1.
** Ib id , p. 7.
* * *  25th An. Rept., Pa. R. R. Co., 1872, p. 16. 
* * * *  Corporate H is t ., Pa. Lines, Vol. 1, p. 2. 
* * * * *  Ib id , pp. 16-19.
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ceivsd the $8,000,000 of the preferred stock of the Pennsylvania 
Company, which fu l ly  covered the expenditures of the Pennsylvania 
Railroad Company in obtaining such property. *
the above exchange of stock the Pennsylvania became prac­
t ic a l ly  the sole stockholder of the Pennsylvania Company. In 1873, 
however, $3,000,000 of the common stock was exchanged fo r  the 
entire property of the Union Railroad and Transportation Company, 
but two years la te r .th is  stock was returned to the Pennsylvania 
Company in exchange for other secu rities , and in 1880, by which 
time the Pennsylvania Railroad Company had become the only stock­
holder, it  was for that reason deemed unnecessary to continue any 
d istinction  between the classes of stock, and the preferred was 
changed into common.** The amount of the cap ita l stock was in­
creased to $§0,000,000 in 1881, to $21,000,000 in 1892, to $40,000,- 
•juu in 1*01, and to $60,000,000 in 1905,*** a l l  of which is  common 
stock and held by the Pennsylvania Railroad Company.****
flhile the Pennsylvania Company at the beginning had no assets 
besides i « s  stock, bonds, and leases of other companies, it  soon 
acquired other property, and by the end of the year 1877 it s  to ta l 
assets amounted to $26,023,331.91, o f which securities represented 
only $15,827,353.94. A large amount o f the other assets were in  
sums due the company, advances made by the company, and the sinking 
fund. Besides the accounts just mentioned, the company made the
24th An. Rapt., Pa. R. R. Co., 1871, p. 19,
** Corporate H ist. Pa. Lines, pp. 8-9,
* * *  51st An, Rept., Pa. R. R. Co., 1902, p. 37.
* * * *  59th An, Rept., Ib id , 1906, p. 7,
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follow ing property investments: $808,545.59 in equipment; 
$685,304.52 in supplies; $902,431.44 in rea l estate; and 
$2,836,040.32 in the Union Line property mentioned above.*
From these investments of the company it  w i l l  be seen that it  did  
not confine i t s e l f  to the operation of the properties of the sub- 
sid iary  companies, but was beginning to acquire and operate proper­
ty owned in i t s  own righ t; furthermore, besides using i t s  power 
of general supervision ovor the subsidiary companies to transfer  
the ro llin g  stock o f one road to another as t r a f f ic  demanded, it  
seems to have been purchasing equipment in i t s  own right fo r use 
on the various roads. From th is time on the Pennsylvania Company 
continued to acquire the securities o f other roads from the 
Pennsylvania Railroad Company and other sources u n til, in  1907, i t  
held stocks in 46 d iffe ren t companies with a par value of 
$180,307,412.50, and bonds of a par value of $65,409,265.00. The 
cost of these securities , as carried in the general account, was 
$188,663,758.58. The to ta l assets of the company at th is time 
were $232,271,700.24, but of these $33,085,911 were represented by 
current assets and sinking funds, so the fixed  assets represented 
but $199,185,789.15, and consequently the securities amounted to 
over 94% of the fixed  assets o f the company. ** From th is i t  
appears that the company carried  out i t s  o rig in a l purpose very w e ll, 
and even increased the proportion of i t s  securities to it s  to ta l 
assets over what it  had been in 1877.
* 31st An. Rept., Pa. R. R. Co., 1878, p. 97.
** 36th An. Rept., Pa. Co., 1908.
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Southern Railway Security Company.—
This company seems to have
been formed in the year 1871, mainly by the same people as were 
interested in the Pennsylvania Company, for the purpose of contro l- 
ing and operating a number of ra ilroads in the southeastern quarter 
of the United States. On February 10, 1872, the cap ita lization  
was stated as being only §5,000,000, and the follow ing reference 
to it  occurs: "Surprise has been expressed at the apparent inad­
equacy of the cap ita l, but the operations thus far seem lim ited  
to leasing and operating roads, and th is  does not require much 
c a p ita l" .*  From the foregoing statement it  would seem as though 
the company was intended to be m re of a leasing company than a 
holding company, but by March 9, 1910, the company was said to 
have acquired 87,258 shares of stock in eight d iffe ren t southern 
ra ilro ad  companies having a to ta l mileage of 1,187 m iles, and in 
the case o f each of these eight roads the security company either 
held a majority of the stock or a lease of the property .**
The Pennsylvania Railroad Company was interested in the 
Southern Railway Security Company, but to just what extent the 
w riter has been unable to discover. In the Pennsylvania report ***  
fo r the year 1871 it  is  stated that the Pennsylvania had become a 
shareholder in that company in order to protect i t s  investment in
the Baltimore and Potomac Railroad, which line  connected with the
* Railroad Gazette, 1872, Vol. 4, p. 67.
** Ib id  p. 112.
* * *  25th An. Rept., Pa, R. R. Co., 1872, p. 20.
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roads controlled by the Security Company. The report further 
stated that the company was controlled by "gentlemen friend ly  to 
our in terests and ob jects". Very l i t t l e  is  given in the period i­
ca ls of the time concerning th is company, but one statement was 
found which said that the company was "apparently acting fo r the 
Pennsylvania Railroad Company in that section (the South) as the 
Pennsylvania Company does in the West". * At that time Mr. G. W. 
Cass, President of "the Pittsburgh, Fort Wayne and Chicago, was 
President of the Southern Railway Security Company, and Mr. Thomas 
A. Scott, Vice-president o f the Pennsylvania Railroad Company and 
President of the Pennsylvania Company, was one of i t s  d irectors  
and managers.
The company subsequently acquired at least three more roads 
besides the eight mentioned above, and the system was known as the 
"Scott Route".** But for some reason or other it  seems not to have 
been successful, fo r in 1874 the Pennsylvania Railroad Company 
charged it s  investment in the company to p ro fit  and lo ss , because 
of i t s  doubtful value, although i t  was believed that i t  would in 
time y ie ld  a favorable return by bringing t r a f f ic  to the lines  
controlled by the company. * **  In 1876 the stockholders of the 
Security company decided to receive bids for a large amount of 
stocks and bonds held by the company, so that it  seems probable 
that the a f fa i r s  of the company were wound up about th is tim e.****
* Railroad Gazette, 1872, Vol, 4, p. 29.
** Ib id , 1872, Vol. 15, p. 252.
* * *  27th An. Rept., Pa. R. R. Co., 1874, p. 34-5. 
* * * *  Com. and Finan. Chron.,1876, Vol. 23, p, 576.
Alabama, New Orleans, Texas and Pac ific  Junction Railways 
Company, Limited.-
This company is  the f i r s t  foreign  holding com­
pany which the w riter discovered operating in the United States.
It  was formed in England in 1881 for the purpose of obtaining the 
control of several ra ilroad s  in the southern part of the United 
States, and to put the d irection  of their general operation under 
the supervision of the holding company, through the d irectors of 
the separate companies. The o rig ina l object of the company was to 
"to connect the Atlantic c it ie s  with New Orleans, the Gulf of 
Mexico, and the trans-M ississipp i system of railroads'*. * A con­
tro llin g  interest was obtained in three southern ra ilro ad s , but the 
company does not seem to have expanded much a fte r that, fo r by 
1903 it  held stock in but two companies besides the three in 
which it  had obtained stock on i t s  form ation.** One of these two 
companies was a construction company of which it  held about one- 
sixth ' of the stock, and the other a land company of which it held  
about nine-tenths of the stock. Of the o rig ina l companies,it held, 
in 1903, about nine-tenths of the stock of two o f the companies, 
and but a t r i f l e  over a majority in the other company; it a lso  
held about one-half of the to ta l bond issue of these companies.
The re lation s of th is holding company to i t s  subsidiary com­
panies seems to have been more lik e  the re lations between a pure 
holding company of today and the companios controlled by -it than
Com, and Finan. Chron., 1881, Vol. 32, p, 685.
**  An. Kept., A .,N .0 .,T . & P. J. F.y.Cc,, 1903, p. 8.
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any of the companies previously considered. The income of the com­
pany consisted of the interest on the bonds and the dividends on 
t i“e stock owned by i t ;  i t s  only expenses were taxes, in terest, 
fees, sa la r ie s , e t c . ,*  and it s  assets consisted of securities , 
furn iture and fix tu re s , cash, and some minor accounts. The compa­
ny has been and s t i l l  is  a pure holding company, and does not 
operate the roads controlled by i t ,  which form a part of the 
Queen and Crescent Route.
Southern Pac ific  Company. -
The Southern Pac ific  Company was 
incorporated by a special charter from the State of Kentucky, 
approved March 17, 1884. The powers given the company were unusual 
ly  extensive, including among other things the authority to 
"contract for and acquire, by purchase or otherwise, stocks, bonds 
or securities of any company, corporation, or association; to ente 
into contracts in respect to the construction, establishment, acqui 
sition , owning, equipment, leasing , maintenance, or operation of 
any ra ilro ad s , telegraph or steamship lin es , or any public or p r i ­
vate improvements; and to buy, hold, s e l l ,  and deal in a l l  kinds 
of public and private stocks, bonds and secu rities". ** There was, 
however, one unusual proviso that the State of Kentucky seems to 
have deemed necessary for i t s  own safety, since it  added to the 
act, "Provided, however, that said corporation shall not have 
power to make joint stock with, lease, own or operate any ra ilroad  
within the State o f Kentucky". ***
* An. Rept., A .,N .O ., T. & P.J, Ry.Cc., 1803, pp. 11-12. 
** Sth An. Rept., S.P. Co., 1888, p. 5.
***  Charter of S. P. Co., An. Rept. 1888, p. 1G7.
ilia charter fixed the cap ita l stock of the company at 
%-l»00w , COO}to be paid in in cash, and the d irectors were given 
the power to increase the cap ita lization  upon the approval of two- 
tu iid s  of the stock. The amount of the o rig ina l cap ita l stock was 
paid in in 1884, and during the same year the authorized capital 
was increased to $100,000,000; $87,076,200 of th is new stock was
soon a fte r  issued in exchange for the stocks of the lines includ­
ed in the Omnibus Lease of March 1, 1885, upon which date the 
practica l operations of the company actually  commenced. In 1888 
the stock o f the company was again increased, th is time to 
$150,000,000, for the purpose of acquiring stock of additional 
lin es , * and at present it s  authorized cap ita lization  is  $300,000,- 
000 of which $272,715,721.64 is  outstanding.**
By the Omnibus Lease of March, 1885, the Southern Pacific  
Company acquired the control of nearly a l l  of the lin es forming 
the "Sunset" route from San Francisco to New Orleans by r a i l ,  and 
thence to New York by steamer, together with la te ra l lin es and 
branches of those roads. * **  In th is lease seven lin es were in ­
cluded, of which the more important were the Southern Pacific  
Railroad Companies of Arizona and New Mexico; the Galveston, 
Harrisburg & San Antonio Railway Company, and Morgan’ s Louisiana 
and Texas Railroad and Steamship Company, The rates at which the 
stocks of these several companies were acquired varied from 60$ 
to 450$ of their par v a lu e .****  On April 1, 1885, a lease was
4th An, Kept., S. P. Co., 1888, p. 5. 
** Moody’ s Manual, 1909, p. 1081.
** *  4th An, Kept., S. P. Co., 1888, p. 8. 
* * * *  Ib id , p. 6.
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entered into with the Central Pacific  Railroad, although no stock 
had been obtained in that road. Later in 1885, and in 1887, con­
tro l of two other roads was obtained by stock ownership, and their  
lin es leased; and in 1888 stock control of the Southern Pacific  
Railroad Company was acquired and it s  property leased. *
The to ta l cap ita lization  of these ten roads which the South­
ern Pacific  Company controlled by stock ownership, and also leased  
and operated, was $143,678,252, and of th is amount the company 
held, by the end of the year 1888, $140,257,300, leaving but 
$3,330,952 in other hands. The cost of these stocks to the company 
was $106,103,400; and besides these the company held $844,595 of 
stocks in three other companies, one being a ra ilroad , one a 
warehouse company, and the other the Louisiana Sugar Exchange; and 
it  also owned ra ilroad  bonds costing $999,000. The only other 
assets of the company were as fo llow s: "Real estate, bu ild ings, 
e tc ." ,  $33,004.67, and "M aterials, fu e l, and supplies on hand, 
$7,371,729.76. This makes the to ta l assets of the company but 
$115,351,729.43 of which the securities constitute about 93$.
The preceding year the company had owned ro llin g  stock to the 
amount of $1,272,068.01, but th is had been disposed o f .* *
Of the large authorized capital stock but $107,299,270 had
***
been issued by th is time. P ractica lly  a l l  o f the gtoak which had 
been issued had been exchanged for the stock of the subsidiary  
lin e s , and the company considered that the"stock issued therefor
* 4th An. Rept., S. P. Co., 1888, p. 8,
** Ib id , pp. 24-5.
***  Ib id , p. 25,
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by the Southern Pac ific  Company represents the actual ownership 
of the ra ilroad  and steamship lin es* . * And hence, in order to 
secure the stockholders of the company against any c ircu lation  of 
double cap ita l, such as would resu lt i f  the company should s e ll  
£he stocks of the subsidiary companies which it  held, these 
stocks were deposited with the" Union Trust Company of New York, 
and that company appointed reg is tra r  of the cap ita l stock of the 
company. In order#to further secure the stockholders against 
fraud, the follow ing inscription  was stamped on the face of each 
c e rt ific a te  so deposited.— "This c e rt ific a te  of stock is  the pro­
perty of.the Southern Pac ific  Company, and is  not r ig h t fu lly  in  
the hands of any other party, nor negotiable u n til the Registrar 
of said Company’ s stock shall have c e rt ifie d  hereon that stock of 
said Southern Pac ific  Company equivalent to the stock represented 
by th is c e rt ific a te , at the proportionate rate at which the same 
was acquired by said company has been retired  and cancelled, and 
th irty  days prior notice has been given to the New York Stock 
Exchange of such intended retirement and cancellation ." **  The 
stocks deposited and stamped in th is way were, of course, only 
those o f the companies in which the Southern Pac ific  held p racti­
c a lly  a l l  the stock, and whose lin es were leased by the company.
After th is  auspicious beginning the Southern Pac ific  Compa­
ny continued as a holding company, carrying on operations by means 
of leases and otherwise. The company gradually increased it s
* 4th An. Rept,, S. P. Co., 1888, p. 9.
** Ib id , p. 10.
50
holdings in other companies and extended it s  lease holdings u n til 
in 1208 it  held $534,992,398.50 of the to ta l cap ita l stock of 
$335,116,272.00 of 14 d iffe ren t "proprietary companies”, and 
480,358,424.40 o f stock in over 26 d ifferent "other" companies.* 
The company also acquired a considerable amount of bonds of 
various companies, la rge ly  in the same companies, of course, as 
the ones in which stock was held. The tota l par value of the 
bonds amounted to $50,654,300. which brings the to ta l amount of 
securities held up to $465,985,122. This amount of securities was 
carried  at $520,225,782.26, which is  but about 6 6 fi o f the to ta l 
assets of $478,727,796.06. **  This shows that, while the company 
was s t i l l  nearly altogether a holding company, i t  had come to 
invest a much larger portion of it s  cap ita l in physical property 
assets than it  had done in the beginning.
This company is  now considered as a part of the Union 
P acific  system due to the fact that the Oregon Short Line R. R.
Co., which is  controlled by the Union Pac ific  Company, owns a 
majority of the stock of the Southern Pacific  Company, or very 
nearly a m ajority, and the majority is  made up by friend ly  ind i­
vidual holdings. ***
* There seems to be no defin ite  d istinction  between the re lations  
with the companies designated as "proprietary" and those designated 
as "other" companies. The follow ing is  quoted from the annual re­
port: "the companies whose cap ita l stock is  p rin c ipa lly  owned by 
the Southern P ac ific  Company(designated for convenience "Proprie­
tary Companies"), whether the properties of said companies were 
operated under leases to the Southern Pac ific  Company or by their  
own organizations". And of the companies designated as "other" com­
panies in fifteen  of them a l l  of the cap ita l stock was held, and 
in seven more o f them one h a lf ,o r  more,is held. (24th An.Rept.,S.
P. Co.,1908,p .29).
** 24th An. Rept., S .P .C o .,1909, pp.40-43.
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* **
On page 1065 of Moody's Manual (1909) it  is  stated that 
the Oregon Short Line obtained control in 1901; on page 1082 
it  is  stated that on June 30, 1908, it owned but $124,200,000 
of the $272,715,721.64 outstanding stock. The report of the 
Interstate Commerce Commission on the Intercorporate Relation­
ships of Railways, states that but 45.5$ of the stock is  held by 
the Oregon Short Line, and Professor Dr. Robert Liefmann 
(Beteiligungs und Finanzi©rungsgeeellschaften , 1909, plate  
facing page 180) shows it  as holding 52$ of the stock of the 
S. P. Co.
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The golden era of the holding corporation began in  1889 when 
the State of New Jersey enacted a statute permitting corporations 
to purchase the stocks of other corporations. Before th is  
statute was enacted it  was held as a general rule that a corpora­
tion had no implied power to acquire the cap ita l stock of other 
corporations.* The law passed in  the year 1889 authorized the 
d irectors of any companyHto purchase the stock of any company or 
companies owning, mining, manufacturing or producing m aterials, or 
other property necessary for their business, and to issue stock in 
payment th e re fo r ."**  whether or not th is law can be construed 
to permit the formation of holding companies to own the stocks of 
any companies they desire , i t  i s  impossible to decide, but i t  
seems very lik e ly  that they could do so by making their business, 
as set forth  in their charter, wide enough to accomplish th is .
And whether th is could be done, or not, th is law is  a su ffic ien t  
advance over the preceding period to consider th is  date as the 
beginning of the new period. A short time a fte r th is another 
statute was enacted which made i t  clear that holding companies 
could be formed for the purpose of holding the stocks of any other 
general business corporation. This law was as fo llow s:
* Elkins vs. Camden & Atlantic R. R. Co.,56 N.J.
** The General Corporation Act of N. J.,Ed. of 1910, p. 80.
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"Any corporation may purchase, hold, s e l l ,  assign, tran sfer, 
mortgage, pledge or otherwise dispose of the shares of the cap ita l 
stock o f, or any bonds, securities or evidences of indebtedness 
created by any other corporation or corporations of th is or any 
other state, and while owner of such stock may exercise a l l  the 
righ ts , powers and p riv ile ges  of ownership, including the right to 
vote thereon."
Previous to th is a few laws had been passed authorizing 
operating companies engaged in  various specified industries to 
acquire the stocks o f other companies. The f i r s t  of these of whi& 
the w riter is  aware was a New York law of 1870 (see Chapter I I I . ) ;  
others were passed by New Jersey in  1885,* two in 1888,** and one 
in  1891.*** From then on d iffe ren t laws of th is type were passed 
by several states, authorizing companies engaged in  certain  busi­
nesses to acquire the stocks of companies engaged in the same or 
other specified  industries.
Following the lead of the State of New Jersey, the le g is la ­
tures of several other states passed laws permitting the formation
of holding companies on the same general plan as the statutes of 
Jersey
New provide, and a great many more states have enacted laws
permitting corporations to purchase the stocks of certain other 
specified  corporations. The states that permit general business 
corporations to acquire the stocks of any other corporations, and
* Revised Stats, of N .J . ,1790-1895,V o l.l,p .942 , A rt.172,Sec.1. 
** Ib id , p. 983, Art. 345, Sec. 1; p. 986, Art. 351, Sec .l.
* * *  Ib id , p. 988, Art. 363.
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exercise the p riv ile ges  of individual stockholders, are as follows: 
Alabama (16 ,74 ),* Connecticut (116, 74), Delaware (148,74),
Maine (547,74), Nevada (556,74), New Jersey (598, 74), New York 
(647,74), North Carolina(686, 74), Washington 1905(1056,74),
West V irg in ia  (1060 , 74), Wisconsin (1086-7, 69), Wyoming(1105,42). 
There may be some doubt as tc the right of including the states of 
New York, Wisconsin and Wyoming in th is l i s t ,  since perhaps their 
statutes s ligh t ly  lim it the corporations that may be brought under 
one control by th is method. The state of Ohio permits corporations 
to hold the stocks of other corporations provided that by so doing 
no competing companies are brought under one ownership. Pennsyl­
vania allowed the formation of holding companies by an act passed 
in 1901, but in 1905 a statute was passed that seems to have 
almost, i f  not fu lly ,  repealed the effect of the preceding a c t .**  
Several other states have affirmed the right of corporations 
engaged in certain industries to hold the stocks of certain  other 
corporations, but have no statutory provisions regarding the 
righ ts o f corporations engaged in other industries than those 
specified . Other states have no statutory provisions regarding 
th is point. In some states that have no provisions permitting 
the acquisition  of stocks by a l l  corporations the courts have held 
that the right is  u ltra  v ir e s . It has been so held in I l l in o is  *** 
and in M issou ri.****
* Figures in parehtheses re fe r to Corporation Manual, page and 
section.
** Corporation Manual,1907-8, p. 797,Sec.75; p.7S0, Sec.40. The 
w riter i s  also assured by a le tte r  from the Secy.of the Common­
wealth of Pa. that that state does not permit the incorporation of 
holding comoanies.
* * *  People vs.Chicago Gas Trust 130 111.268 
* * * *  Corp.Manual, 1907-8, p .TY^Sec. 74.
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Since in most cases a corporation need not be incorporated 
in the state in •""hich it  intends to operate, and so many of the 
states of the Union have given their approval to th is form of 
combining the control of various companies, the use of the hold­
ing corporation has increased greatly  during th is  period. An 
attempt w il l  be made to show the extent of the use of th is form 
of organization during th is period and at the present time.
The holding corporations w il l  be taken up under the general 
class of industry in which they are engaged.
Railroads. -
During th is la tte r  period the ra ilroads of the 
country have been gradually  forming themselves into great systems 
controlled by a few d iffe ren t in terests. The old independent 
short roads have gradually given up the ir independence and been 
taken into one or another of these great systems. These great 
systems have been bu ilt  up partly  by the consolidation of the 
actual physical property of various roads, but to a fa r greater 
extent they have been brought together through the stock ownership 
method. Most of the stock controls of other roads have been 
acquired by the leading operating ra ilroads of the country, but in 
some cases pure holding companies have been formed for th is  pur­
pose; some of these pure holding companies are the primary organ­
izations of great systems, and others are but intermediary compa­
nies used for the purpose of concentrating certain sections of a 
great system.
The great extent to which ra ilroad  companies hold the stock 
of other ra ilroad  companies can best be rea lized  by giving the
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actual figu res. On June 30, 1906, the to ta l outstanding stock of 
ra ilroad  corporations of the United States, not including lines  
under construction, was §8,884,234,925, and of th is amount the 
ra ilroads themselves held |4,114,851,990, or 46$ of the to ta l;  
the remainder of 54'  ^ was in the hands of the general public.
Stock holdings are, of course, fa r more important to the ra ilroads  
than bond holdings when it  comes to a matter of control, but in 
spite of th is , the*ra ilroads on the same date held $1,440,360,507 
or 15$ of the to ta l outstanding bonds of $9,342,961,476.**
Of th is large amount of securities held by the ra ilroads, 
<^3,674,332,444, or about 90$, of the stocks was held within the 
system of which the issuing company was a member; th is le ft  only 
$440,519,546 of stock held by ra ilroads not in the system to which 
the issuing company belonged. Even a larger proportion of the 
bonds were held within the system, there being only $38,990,634, 
or less  than 3$, held outside the system. This seems to show that 
the bonds had been acquired mostly to cover advances of aid to 
roads that were expected to be of use to the holding company, and 
which had la te r  been taken into the system.
Besides the intercorporate re lation s of the ra ilroad s , they 
also  held securities in companies engaged in other industries to 
the amount of $322,886,260 of stocks, and $137,415,801 of bonds.
The most important of these miscellaneous holdings were in mining
** Special Rept. Uo. 1, Interstate Commerce Com. on the Intercor­
porate Relationships of the Railroads, p. 45.
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companies whose securities represented over one-third of the to ta l 
amount of miscellaneous stocks and bonds held. Following this  
tran sfer, fe rry , steamboat, canal, bridge, tunnel, and express 
companies together represented one -fifth  of the to ta l investment; 
e lec tric  railway companies and manufacturing companies each repre­
sented one-tenth; and land, ir r ig a t io n , turnpike, development, 
and building companies as one class represented another one-tenth 
of the to ta l; in  every case except the last the stock holdings 
fa r exceeded the bonds. *
Primary Holding Compan ie s .-
Primary holding companies are
those which have been established for the purpose of centralizing  
the control of a l l ,  or a large part, of the roads forming one 
system, and are not themselves in turn controlled by another cor­
poration. In some cases a primary holding company may be only one 
oi the parts of a large sjrstem, but in th is case ifc is  controlled  
uy individuals who have united their in terests for their mutual 
benefit. Some of the more prominent of these primary holding 
companies w i l l  now be considered*
The Pock Island Company.- This company was incorpo— 
rated exclusively as a holding company in the State of New Jersey 
in  1902. The purpose of the company seems to have been to concen­
trate  the control of certain roads into a few hands, since the 
holders of the preferred stock, which is  about one-third of the 
to ta l stock issue, have the right to choose the majority of the
* Spec. Rept.No, 1 ,In terstate Com.Com. on Intercorporate Rela­
tionships of R .R., pp.48-49.
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board of d irectors. This company apparently owns no stock of com­
panies outside of those that are members of what is  commonly 
known as the Rock Island and Frisco System. The outstanding stock 
of the company is  $138,873,002.50, and it  holds stocks to the 
amount of ^150,024,920.* P ractica lly  a l l  of the stocks held are 
represented by the entire (excepting d ire c to rs ’ shares) f 145,000,- 
000 of the cap ita l of the Chicago, Rock Island and Pac ific  R a il­
road Company. This la tte r  company was also incorporated in the 
year 1902, but in the State of Iowa, and as an operating company. 
However i t  i s ,  as a matter of fac t, a holding company for concen­
trating  the control of the Chicago, Rock Island and Pac ific  R a il­
road Company and the St. Louis and San Francisco Railroad Company * 
each of which roads controls several other companies. Besides the 
stock in these two companies, the Chicago, Rock Island and 
Pac ific  also holds "the common and preferred stocks of the Rock 
Island Company, in exchange for which it  issued i t s  cap ita l stock?
By th is means a t r i f l e  over $25,000,000, a majority o f the 
preferred stock, i s  enabled to control a ra ilroad  system of over 
15,000 miles with a total cap ita l and funded debt of $1,500,000,- 
000, *
Atlantic Coast Line Company.- This company was incor­
porated in Connecticut, May 29, 1889, as a security holding cor­
poration. The company acts as a holding corporation for a bare 
majority of the stock of the Atlantic Coast Line Railroad Company, 
into which company many southern ra ilroads along the Atlantic
* Interstate Com. Com. Rept, p. 22-23.
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coast were amalgamated in 1900. Besides i t s  holdings in th is  
company, i t  holds a small amount of stock and bonds in various 
minor companies. The outstanding cap ita l stock o f th is company 
was, in  1906, .flO ,500,000, and th is small amount of stock con­
tro lled  "so le ly  or jo in tly " through stock ownership and lease, a 
ra ilroad  system of 11,000 miles with a cap ita lization  of over 
$725,000,000. *
The Seaboard company.- The Seaboard Company vras in ­
corporated in New Jersey in 1905, for the purpose of controlling  
the Seaboard Air Line Railroad Company, the control of which road 
was acquired by an exchange of i t s  own stock for voting trust 
ce rt ific a te s  of the company owning i t .  **
Alabama, New Orleans, Texas, and P ac ific  Junction 
Railways Company, L im ited.- This company also belongs to th is  
class and has been fu lly  described in a preceding chapter.
The Great Northern Railway Company.- This seems to 
have been a pure holding company un til the year 1907, when it  pur­
chased the physical property of several roads that i t  had formerly 
controlled by stock ownership.***
Southern P ac ific  Company.- The correctness of 
placing th is company in the class of primary subsidiary companies 
may be somewhat doubtful, as it  i s  p ractica lly  a part of the Union 
P acific  System.**** However, the Union Pac ific  does not own or
* Interstate Com. Rept., p. 23-4. 
** Ib id , p. 24.
* * *  Moody's Manual, 1909, p. 422. 
* * * *  See Chapter IV.
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control a majority interest of the stock, and it  i s  only by means 
of individual holdings, together with an ownership of almost h a lf  
of uhe stock by the Oregon Short Line Railroad Company, on8 of 
i t s  subsid iaries, that the Southern P ac ific  is  considered to be a 
part ox uhe Union Pac ific  System.* This company has been consid­
ered at length in  the preceding chapter.
Intermediary Holding Companie s .-
Intermediary holding compa 
nies are instruments through which more powerful corporations con­
centrate the control of certain  other companies controlled by them. 
In th is way an intermediary company may be controlled so le ly  by 
one corporation fo r  i t s  own benefit, or jo in tly ,by  two or more 
for their mutual benefit. Some of the intermediary companies in  
the ra ilroad  world are mere figureheads, and do nothing but hold 
the stocks of other companies in their treasury, but others 
active ly  operate the property of the subsidiary companies through 
leases. Some of the more important holding companies are as 
fo llow s:
The Pennsylvania Company.- This company has 
been extensively described in a preceding chapter, both with re ­
gard to i t s  formation and operations.
The Michigan Securities Company.- This company 
had a cap ita l of only f>20,000, but was the medium through which 
i-he Cincinnati, Hamilton and Dayton controlled the Pere Marquette 1*
The Reading Company.- This company is  a hold­
ing company to a considerable extent of ra ilroad  and coal proper-
* Interstate  Com. Com. Rept.,  P. 20.
** Ib id , P. 26.
___________________ _ I
61
t ie s  . It  is  p rac tica lly  controlled by the joint influence of 
the Pennsylvania and New York Central systems, through the 
respective holdings of i t s  stock by the Baltimore and Ohio 
and the Lake Shore, each of which companies owns 21.7$ of the 
to ta l stock. *
Public U t i l i t ie s , -
In the f ie ld  of public u t i lity  corporations 
the holding corporation has been used very extensively to control 
competing and completing lin es . Among the various public u t i l i t y  
industries none have adopted th is form as extensively as the 
interurban and c ity  railway systems. The favorite  method of form­
ing extensive interurban systems seems to be by meani0S¥inflolding
A
company, in a state permitting such organizations, for the purpose 
of operating interurban ra ilroads and fo r  owning stocks and bonds 
of such companies. Smaller operating companies are then formed 
in the state in which the roads are to be b u ilt , and a majority of 
a l l  of their cap ita l stock transferred to the holding company.
The holding company then d irects the construction and subsequent 
operation of the subsidiary companies with more or less minuteness 
of d e ta il, depending upon the policy  of the company in  question. 
This type of organization is  p a rticu la r ly  desirable  fo r the in te r -  
urban companies, because the ir formation and existence depends 
upon the granting and possession of loca l franchises, and these 
franchises seem to be granted more read ily  to local companies of 
small cap ita lization  than to large companies. The possession of
* Interstate Com. Com. Rept., p. 24.
62
such franchises was, of course, just as important to the existence
of the ra ilro ad s , but in th e ir  case the holding company had not
been developed at the time the industry was started; consequently
large holdings in other companies were subsequently taken by
existing operating companies and, as has been seen, by some new
holding companies formed especia lly  fo r tthat purpose. But in the
case of the interurban companies, and the c ity  railway companies,
to a s ligh ter extent, the holding company had already come into
general use by the time th is industry had been developed to any «
great extent; consequently i t  i s  very natural that th is form 
should have been adopted to conveniently concentrate the control 
of various roads.
Probably the most important of the holding companies in  the
c ity  railway industry is  the Interborough-Metropolitan Company,*
which has been formed with an authorized cap ita l of $150,000,000, 
i s outstanding^
of which $139,002/I92jwas incorporated in the State of New York 
in 1906. This company owns a large controlling interest in two 
operating companies and one holding company, and through these 
three companies, by means of stock ownership and leases, it  con­
t ro ls  47 more companies which own a l l  of the surface, elevated, 
and subway lin es in the p rincipa l burroughs of the city  of New 
York.** Many other large c it ie s  also have their street railways 
consolidated under the same plan, as in  Boston, by the Massachusetts 
E lectric  Companies,*** in Brooklyn by the Brooklyn Rapid Transit 
Company which was formed in New York in 1896 as a holding company,
* Moody's Manual, 1909, p. 1612-3.
** W. H. Lough, J r . ,  Corporation Finance, p. 86-7.
* * *  Bee follow ing chapter for more about th is company.
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with a cap ita l of $45,000,000. It  now controls eight subsidiary- 
companies, and through them nearly a l l  of the sueface and elevated  
railway business in Brooklyn* *
Along with the c ity  railway holding companies should be 
placed the gas, e lec tric  ligh t ; and heat companies. In most instanc­
es it  i s  economical to consolidate these industries, and it  has 
been done to a very great extent in most of our c it ie s ,  though 
probably more oftep by a consolidation of the physical properties 
than by holding corporations. The physical consolidations seem to 
have taken place more often in the smaller c it ie s  than in the 
large c it ie s , where the holding corporation has come into extensive 
use. And not onljr are these industries within one c ity  consolidat­
ed, but also in many instances those of several c it ie s  more or 
le s s  widely separated. Some examples of these are as fo llow s:
The American C ities Railway and Light Company* was organized in  
dew Jersey in 1906 as a holding company, and has since acquired 
tne control of the companies engaged in the industries mentioned in 
Birmingham, A la . , Houston, Texas, Knoxville,Tenn., L it t le  Rock,Ark., 
and Memphis, Tenn. The American Gas and E lectric  Companies** was 
organized in New Jersey in 1S07, and controls 17 illum inating  
companies situated mostly in  New York, Pennsylvania and West V irg i­
n ia. The American Railways Company ***  was incorporated in New 
Jersey in 1900 and controls d irec tly  and through holdings in sub­
sid iary  companies 30 traction , lig h t , heat, park and land, and
* Moody's Manual, 1909, p. 1328-9. 
** Ib id , p. 1216.
* * *  Ib id , pp. 1234-41.
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turnpike companies situated in the East and Middle West. Many 
of the holding companies,interested prim arily in companies engaged 
in the f i r s t  three industries named above, also have holdings in 
park and land companies fo r the purpose of the benefit they w i l l  
derive from exploiting them, and for the t r a f f ic  that such exp lo it­
ation w i l l  bring to the traction  companies.
Of the interurban companies, the holding company of most 
importance in the lliddle West seems to be the I l l in o is  Traction 
Company. This company was incorporated in Maine in 1904, and its  
present authorized cap ita l i s  #13,000,000, of which #10,213,100 
is  outstanding. In a l l ,  over 25 interurban and c ity  railway, ligh t  
and gas companies are controlled by th is company, through the 
ownership of th e ir entire cap ita l stocks. The to ta l lin es of the
company comprise over 530 m iles, a l l  of which is  in the state of
for
I I  in o is .*  There are a great many small holding companies operat­
ing interurban companies, but most of them have not yet 
reached large proportions due probably to the undeveloped state 
of the industry.
The leading remaining public u t i l i t i e s  industries are the 
telephone and telegraph companies. In the telegraph f ie ld  there 
are two large companies that control the situation . The Western 
Union was, as has already been seen, not organized as a holding 
company, and while i t  owns large amounts of stocks, it  is  not a 
pure holding company. The other leading company,* The Mackay 
Companies,**is a pure holding company organized in Massachusetts 
in  1903 as a voluntary association . This company owns stocks in
* This company i s  an association and not a corporation,but needs 
to be considered here because of i t s  importance.
** Moody’ s Manual,1909,p.1726-21.
65
102 d iffe ren t telegraph, telephone and cable companies. Its  te le ­
phone holdings are not of great importance, i t s  telegraph holdings 
are, however, since i t  controls the various Postal Telegraph 
companies, and i t s  cable companies a lso  own lin es of great import­
ance since among them are five  separate cables across the 
Atlantic . *
The telephone industry o f the United States is  dominated by
one large corporation, the American Telephone and Telegraph Compa-
x n
ny. This company was o r ig in a lly Acorporated in 1885 for the purpose 
of operating the long distance lin es of the American Bell Telephone 
Company. It  continued in  th is minor capacity un til 1899 when it  
purchased the business of that company, the property being trans­
ferred in 1900. Since then the company has greatly  extended its  
f ie ld  of operations, both by the construction of long distance 
lin es  which i t  owns and operates, and by the acquisition  of the 
stocks of a great many telephone companies operating in a l l  parts 
of the United states. The company s t i l l  continues i t s  orig ina l 
policy  of operating only long distance lines in connection with 
harmonic operations of the loca l and long distance companies which 
it  controls. That the company is  prim arily a holding company is  
shown by the fact that 62 $  of i t s  to ta l assets of $494,089,806.66 
is  represented by stock holdings in  associated companies, and about 
1 i° by their bonds. Of the remaining assets the long distance plant 
represents 10,- of the to ta l, rea l estate and telephones 2 
while the remaining is  in cash, amounts due the company, and capital, 
advances to associated companies. The reason fo r the large invest-
* An. Rept., The Mackay Companies, 1910.
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ment in telephones is  made clear by the following quotation:
"The American Telephone and Telegraph Company, for each of it s  
associated companies furnishes a l l  needed telephones, replaces 
them with others when required, grants righ ts to use a l l  patents 
owned or controlled bjr i t  and performs engineering and other 
services. The associated companies pay therdfor 4 of their  
gross rece ip ts ." From th is i t  i s  seen that the holding company 
keeps in close touch with i t s  subsid iaries, and i t  "assumes what 
might be termed the centralized administrative functions of a l l  
the associated companies". * Besides the operating telephone 
companies which i t  controls, it  also controls a manufacturing 
company, the Western E lectric  Company, which furnishes the te le ­
phone apparatus for the entire system.
In d u str ia ls . -
Among the industria ls  there is  a lso  a far  
greater number of important holding corporations than among the 
ra ilroad s . Here again i t  i s  undoubtedly due to the fact that the 
movement towards consolidating iso lated  manufacturing plants into  
one company and placing them under one general management, did not 
start u n til recently, in  fac t , a fte r the holding company had been 
developed and i t s  advantages c learly  understood. Since most of the 
in dustria l companies do not depend upon grants and franchises from 
the public , th is method , by means of which the o rig ina l companies 
are kept intact and preserve th e ir righ ts, i s  not so important in  
the industria ls  as in other businesses. But the many other
* See The Holding Corporation, by Prof. M. H. Robinson, in  Yale 
Review for May, 1910, Vol. 19, No. 1.
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advantages of th is type over physical consolidation has caused it  
to be adopted to a great extent, although in some cases the hold­
ing method has been but the means towards the end of establishing  
a complete physical consolidation, since i t  i s  easier to purchase 
a control, and then cause a d issolution  of the company controlled, 
and have i t s  assets sold to the holding company, than i t  i s  to 
force a sale of the plant at the beginning.
Following the* destruction of the tru sts , in  which form the 
movement towards consolidation seams to  have originated among the 
in du stria ls , consolidations in one form or another took place in  
nearly a l l  of the various industries. In some instances the 
consolidation was effected by peaceable means, and in  such cases 
a physical consolidation was more lik e ly  to  resu lt than when the 
movement was opposed by some of the more important companies con­
cerned. In cases where consolidation was f ie rce ly  opposed by some 
of the independents,a hhlding company was usually  formed by the 
companies desiring to consolidate and the control of these compa­
nies placed in  i t ;  or, one of the larger operating companies in ­
creased i t s  stock and acted as a holding company. A fight would 
then be commenced in order to force the independents into the 
company, and th is often resulted in a very complex holding company. 
One of the most in teresting consolidations of th is type is  that 
Wiiich has been effected  by the various du Pont powder companies.
The follow ing diagram shows the construction of th is consolidation  
in the formation of which many intermediary holding companies,and 
subsidiary operating companies acting as holding companies, were 
employed before the desired end was attained.

60
When speaking of recent industria l consolidations the United 
States Steel Corporation is ,  of course, the f i r s t  to come to mind 
since it  i s  the largest corporation in the world. This gigantic  
corporation is  in the form of a holding corporation and was incor­
porated in  1901, in New Jersey, for the purpose of contro lling, 
through stock ownership, a majority of the companies engaged in the 
steel and associated industries in th is country. So much has been 
written about this* company that no more need be said. A few of 
the important industria l consolidations in various industries which 
o r ig in a lly  took the form of holding companies, although some of 
them la te r became operating companies, t e a  greater or less  extent, 
are as fo llow s: * The name of the state and the date on which 
they were incorporated follows the name of the company. Aeolian- 
Weber Piano & Pianola Company, N.J.,1903; American Ice Securities  
Company, N.J.,1905; American Malt Corporation, N.J.,1906;
A tlan tic , Gulf & West Indies Steamship Lines, M e.,1908; Central 
Leather Company, N.J.,1905; D is t i l le r s  Securities Corporation, 
N.J.,1902; E .I.du  Pont de Nemours Powder company, N.J.,1903; 
General Asphalt Compc-ny, N.J.,1903; Lackawanna Steel Company, 
N.Y.,1902; The Lake Superior Corporation, N.J.,1904. This is ,  of 
course, only a very small portion of the holding corporations, 
but enough to give some idea of the extent to which th is form has 
been used in the various industries.
* Moody’ s Manual, 1909.
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Mining and O il Companies. -
In the o il companies of the United 
States there i s ,  of course, but one re a lly  large corporation, the 
Standard O il Company. This company is  in  the form of a holding 
corporation, and was incorporated in New Jersey in  1897. The 
extent of the operations and holdings of th is company is  too well 
known to need comment here.
Because of the character of the operations in which most mining 
companies are employed, there is  not the economic reward to be 
obtained from extensive consolidation in th is f ie ld  that there is  
in the other industries. Consequently the holding company has been 
but l i t t l e  used in th is f ie ld ,  although they have been introduced 
to some extent, but more often stocks are held by operating 
mining companies than by pure holding companies.
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Chaptor VI.
DEFINITIONS AND CLASSIFICATIONS.
In the preceding chapters an attempt has been made to trace 
the development of the holding corporation from i t s  small 
beginnings in connection with operating companies, to the gigantic  
corporations of today, organized so lely  for the purpose of con­
t ro llin g  subsidiary companies through stock ownership. From this
study it  appears that, during th is  development, and even now, the 
various holding companies d i f fe r  somewhat from each other in the 
purposes for which they were formed, and in their operations.
An attempt w i l l  now be made to define and c la ss ify  the various 
types of the holding company as it  ex ists today.
The term "Holding Company", or "Holding Corporation", is  
used with d iffe ren t meanings, and there is  some doubt as to just 
what type of a company the term should be applied. As construed 
in i t s  broadest possible sense the term may be applied to any 
company that holds stocks or bonds of any amount, however large  
or small, in any other company.* While th is  defin ition  undoubtedly 
is  a correct one in a general way, and is  sometimes used, it lacks 
one qu a lifica tion  that is  usually implied in the more common use 
of the term, namely, that the ownership shall be fo r the purpose 
of control. This qu a lifica tion  w i l l ,  of course, exclude a l l  in­
vestment and insurance companies, savings banks, and any other 
corporations that invest in the securities of other corporations
* The Holding Company, by Prof. M. H. Robinson, Yale Review, May 
1910, V o l. 18, pp. 408-9.
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so le ly  for the benefit of the revenue that w il l  be derived from 
them, and without the intention of controlling, to a greater or 
le ss  extent,the actions of those companies.
And even the de fin ition  restricted  in th is way does not 
narrow it enough to describe the type of company intended when the 
term is  used in financia l papers and books. As usad in financia l 
a r t ic le s , the term "Holding Company” ^^F ei^ ricted  to companies 
that have been formed for the purpose of acquiring and exercising  
the control of other companies through the ownership of a majority 
of the stocks of those companies, and is  not used to apply to the 
companies o r ig in a lly  organized as operating companies, no matter 
how large an amount of stock they have since acquired, unless they 
have en tire ly  disposed of th e ir plant in obtaining such stock.
In th is  usage, however, the term does not exclude holding companies 
that, by virtue of th e ir control or by leases secured by such 
control, direct the operations of the subsidiary companies in 
greater or less d e ta il. From these restriction s the follow ing  
defin ition  of the holding corporation may be evolved: The holding
corporation is  a corporation that has been formed, or ex ists , to 
acquire and hold the stocks, and sometimes the bonds, of other 
corporations fo r the purpose of d irecting , to a greater or less  
extent, the operations of those companies, either by means of 
leases or through the o ffic e rs  of the companies; and that has no 
other assets except cash, and sometimes accounts with the subsidia­
ry companies, and such property assets as may be expedient. Such 
companies as coincide with th is  de fin ition  may be termed pure 
holding companies, and in  this chapter they w i l l  be referred  to 
by that name.
— —  “ — — — = 1
In the preceding chapters of th is paper companies which were 
o r ig in a lly  organized as operating companies, and that subsequently 
acquired considerable amounts of stock of other companies, have 
sometimes been re ferred  to as holding companies. From the above 
defin ition , it  w i l l  be seen that th is terminology may, or may not, 
have been correct, but since it was in  this type of companies that 
the holding princip le  had it s  o rig in , it was thought best to use 
th is  term in tracing the development of the perfect type. Since 
these companies were o r ig in a lly  operating companies, and later  
acquired some of the characteristics of the holding company, it  
seems more proper to give them the name of "Holding Operating 
Companies", and by th is t i t le  they w i l l  be referred  to in th is  
chapter.
Using as a basis of c la ss ific a t io n  the internal operations 
and the purpose of formation, there are three important classes  
of companies that hold securities fo r  the purpose of controlling  
other companies. Two of these classes have already been described, 
and the third type d if fe r s  but s ligh tly  from those just described. 
This is  one that was o r ig in a lly  organized as a holding company, 
existed as a pure holding company for some time, and then acquired 
physical property in i t s  own righ t. This type of company may be 
named the "Mixed Holding Company". A good example of th is type is  
the E. I .  du Pont de Nemours Powder Company of New Jersey. (See 
chart in preceding chapter).
These three classes of holding corporations, of which the 
f i r s t  two are most important, are, then, the corporations that 
hold the largest amounts of stocks of other corporations for the 
purpose of contro lling their operations. In the following
c la ss ific a t io n  of holding companies, the holding side of the 
holding operating company and the mixed holding company, is  to be 
considered in the same way as the pure holding companies.
The largest and most general c la ss ific a tio n  of the holding 
companies is  with regard to the industry in which the companies 
it  controls are engaged. On th is basis the holding company may be 
divided into three c lasses, as fo llow s: (1) concentrating, (2) 
integrating, and (3) consolidating. (1) A concentrating holding 
company is  one that brings together companies that are engaged in 
the same branch of any industry, and that may or may not be com­
peting companies, depending upon th e ir location and the extent of 
th e ir operations. (2) The integrating holding company brings 
under one control plants that are engaged in d ifferent successive 
branches of the same industry. In th is case companies producing 
crude products are brought into combination with plants engaged 
in turning these products into a more or le ss  fin ished state, 
depending upon the extent of the integration. The ultimate aim of 
th is  type of company is  to produce a l l  of the m aterials i t  uses, 
so that the only thing that it  w i l l  have to buy is  labor. (3) The 
consolidating holding company is  merely a company which combines 
the princip les of both concentration and integration.
The next basis to be taken for the c la ss ific a t io n  of the 
holding companies is  that of the re lation  of any one holding com­
pany to the other corporations engaged in the same industry. The 
companies here divide into but two classes, (1) primary, and (2) 
intermediary. (1) The primary holding corporation is  one that is
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not controlled by any other corporation or corporations. (2) The 
intermediary holding company is  one that is  controlled by one or 
more corporations for their benefit. By the use of these in ter­
mediary companies the formation of the large holding companies is  
made much more complex. *
The remaining basis for dividing the holding companies into 
variou s .classes is  that of the re lations of the companies to their 
subsid iaries. These re lations vary to a considerable degree, but 
the points of d ifference between them are shaded so closely into 
each other that they cannot be completely and sa tis fa c to r ily  
c la s s if ie d . They may, however, be divided into two great c lasses, 
(1) the operating, and (2) the d irecting ; but within each of 
these classes there are many minor d ifferences between the opera­
tions of the companies included in them. (1) The operating holding 
company d irec tly  operates, th eoretica lly  at least , the properties  
of i t s  subsidiary companies only be means of leases. Good exam­
p les of th is type of company have already been given in the Penn­
sylvania Company and the Southern P ac ific  Company.
In cases of operating holding companies the entire stock of 
the subsidiary company is  usually , but not always, held by the 
parent company, and especia lly  where it  is  a l l  so held, the con­
t ro llin g  company swallows up the subsidiary companies to a greater 
or less  extent, and their ind iv idua lity  is  lost with respect to 
the general public at lea st , in their p ractica l merger with the 
holding company. While in  theory the holding companies do not 
operate the subsidiary companies unless they lease their proper­
t ie s ,  it  seems that in some cases the supervising direction of 
* See chart of the du Pont Powder Company.
the holding company over the operations of i t s  subsid iaries amounts 
to p ractica l operation. Such a case as the foregoing sentence 
suggests, that has come to the notice of the w riter, is  that of 
the I l l in o is  Traction Company, whose balance sheet is  given below.
ILLINOIS TRACTION COMPANY *
ASSETS LIABILITIES
Stocks and securities  
New construe.for con­
t ro lle d  cos.
B a l.o f rev.due from 
controlled cos.
Bonds retired  fo r con­
tro lled  cos.
Accts.& Notes Rec. 
Stores on hand 
Cash in  banks 
Accident fund
$10,214,267 Preferred stock $3,618,600
1,426,523
163,075
25,125
183,495
88,595
84,326
4,363
$l2,T59',7Sr
Common stock 6,594,500
Accrued int.on  
bonds of con­
tro lle d  cos. 208,413
Accts.& Notes Pay 466,985 
Accident Insur.Res. 8,239 
Surplus 1,293,032
$ 127rSS7769"
This company owns a l l  of the cap ita l stock of about 25 
interurban, street railway and ligh t companies, which are operated 
in harmony with each other. Upon inquiry by the writer as to 
whether the I l l in o is  Traction Company operated these d iffe ren t  
companies, the Vice-president of the company rep lied  that it  did  
not, that the separate companies each operated themselves, but 
that the expense of a few general o ffic e rs  was borne jo in t ly  by 
the various companies. Upon further investigation it was found 
that the employes of the various companies were paid by checks of 
the I l l in o is  Traction Company, and not by the various loca l compa­
n ies, and in rep ly  to the question as to whom they were working
* Moody's Manual, 1909, p. 1596.
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fo r , they would answer either the I l l in o is  Traction Company, or 
the I l l in o is  Traction System. The cars and some other properties  
of the various companies are labeled " I l l in o is  Traction System" 
in large  le t te rs , with the name of the loca l company in small 
le t te r s  in an inconspicuous place, a fte r the same fashion as the 
property of some of the la rger ra ilroad  systems, as the "New York 
Central L ines". A ll  of th is points, at lea st , toward excessive 
direction  of operations i f  the subsidiary companies are to be 
considered as independent operating companies.
(2 ) The remaining c lass of the holding companies, which has 
been termed the d irecting holding company, has undoubtedly a great 
many d iffe ren t methods of directing the operations of the subsi­
d iary  companies. L it t le  information is  availab le  upon the methods 
by which the holding companies cause the controlled companies to 
act as they desire , but some idea on the subject may be gained by 
examining the balance sheets of various companies. By th is means 
something of the closeness of the re lations between the companies 
may be ascertained, and it  may naturally  be supposed that the more 
fin an c ia l dealings the holding companies have with the ir subsidiary 
companies, the c loser the supervision they have over them, but the 
absence of these dealings does not necessarily  sign ify  looseness 
of control. Some of the companies carry large accounts with their  
subsid iaries, advance them considerable amounts of money for 
various reasons, and sometimes do construction work fo r them.
While on the other hand, some companies seem to have no financia l 
dealings with their subsid iaries other than to receive dividends 
from them. One of the companies of th is  la t te r  type is  The
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Mackay Companies,* whose balance sheet ** is  as fo llow s;
THE MACKAY COMPANIES
ASSETS LIABILITIES
Invest.in  other Cos. $92,075,593 Preferred stock $50,000,000
Cash 190,796 Common stock 41,380,400
Balance— Pro fit 885,989
“ $92,256,389 f92,56C',389---
From the foregoing balance sheet it  appears that th is com­
pany has no fin an c ia l re lation s whatever with the companies in 
which it  i s  in terested, and from th is we might conclude that it s  
supervision of th e ir  operations is  not a close one, but the fo l ­
lowing quotation shows the contrary to be true: "In order that The 
Mackay Companies might have close supervision over the daily  opera­
tions, contracts and finances of i t s  various companies, a Finance 
Committee o f The Mackay Companies has been in existence fo r nearly 
four years past, This Committee s its  da ily  throughout the business 
year, passing on reports from the General Managers and Treasurers, 
and considering and determining a l l  the important current events 
and the policy to b8 pursued."*** From th is  i t  i s  evident that 
the o ffic e rs  of the various companies had previously been instruct- ‘ 
ed by the ir directors,who are, of course, chosen by The Mackay 
Companies, to make reports to, and receive directions from, th is  
Finance Committee, and thus the d irectors of the subsidiary compa­
nies were re lieved  of many of their duties.
* While The Mackay Companies is  le g a lly  a voluntary association, 
from an economic standpoint it has a l l  of the characteristics of 
a holding corporation, and for that reason w il l  be discussed here.
** Moody’ s Manual, 1909, p. 1721,
***  An. Kept., The Mackay Coe., 1910.
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The above quotation is  the only statement that the w riter found
concerning the means of managing controlled companies,, but without
douct most of i t  is  done by methods very sim ilar to th is , varying
only in extent of d e ta il of supervision. The extent of the
supervision varies from a more general d irection  of the general
p o lic ie s  of the company, to excessive d irection , as in the case of
the I l l in o is  Traction Comx>any. As a usual thing the directors of
the various subsidiary companies are p ractica lly  the same fo r a l l«
of the subsid iaries and the controlling company.
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Chapter V II.
VOLUNTARY ASSOCIATIONS.
An unusual type of the holding company known as a voluntary 
association has come into use in Massachusetts to a considerable 
extent, and in some other states to a lesser degree, fthiie the 
t i t le  of th is paper re lates  only to corporations, or companies 
that are incorporated by means of statutes, it  has been deemed 
necessar3T to include these associations,which perform a l l  the 
economic functions of a holding corporation, although they are 
unincorporated, and formed under common law. Under the laws of 
Massachusetts, as has been mentioned before, it is  doubtful 
whether corporations can hold the stocks of any other corporation, 
and it is  certain  * that no domestic corx>oration can be created 
there fo r  the purpose of controlling the shares of stock of any 
public u t i l i t y  corporations of that state, and no foreign  corpo­
ration  can issue stock fo r the stocks and bonds of a domestic 
corporation. Because of the great advantage the stockholding 
method has over any other method fo r controlling the operations 
of several d iffe ren t companies operating in separate te r r ito r ie s ,  
an organization has been devised in that state for the purpose of
* The Boston Railroad Holding Company, is  one exception to th is  
ru le , but i t  was created by a sj>ecial act of the leg is la tu re ,
June 18,1909, and was not incorporated under a general incorpora­
tion  act. The purpose of th is company is  to own and control the 
stock and securities of the Boston and Maine Railroad Company 
(Letter to w riter from Secretary of the Commonwealth of M ass.).
** Ib id .
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taking the place of the holding companies that operate so success­
fu l ly  in other states. These organizations for evading the law 
are commonly known as voluntary associations, they are not incor­
porated, and there are no statutory provisions concerning them.
This form of company is  extremely like  a partnership, and is  
created by deed or agreement of trust at common law .*
Unlike most companies incorporated for p ro fit ,  these voluntary 
associations in many instances have no par value placed by the 
company on i t s  shares of stock. A company of th is type i f  the 
Boston and Worcester E lectric  Companies, which was organized under 
a trust agreement dated December 28, 1902, This company has 
35,965 shares of cumulative preferred stock, and 34,614 of common, 
which stock has no par value; but, in case of liqu idation  the 
preferred stockholders w i l l  receive $100 per share before the 
common stockholders partic ipate  in the a sse ts .**  Another of th is  
same type is  the Boston Suburban E lectric  Companies, formed in  
November, 1910; the stocks are issued on exactly the same p lan .***  
Others of these voluntary associations have capital stock with 
a par value placed upon i t ,  the same as incorporated companies 
have. Among these are the Massachusetts E lectric  Companies, formed 
in  June, 1899, which controls three companies by stock ownership 
and six others by leases and includes in a l l  882 miles of road .****  
Another is  the Massachusetts Gas Companies, formed in 1902 under
* Letter to w riter from Secy,of Commonwealth of Mass. 
** Moody’ s Manual, 1909, p. 1314.
** *  Ib id , p. 1319.
* * * *  Ib id , p. 1736.
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an "agreement and declaration of tru st" , and controls six companies, 
two of which are voluntary associations; * and the Massachusetts 
Lighting Companies organized in 1903, which now controls 13 small 
companies.** Each of these companies mentioned seem to be a pure 
holding company in that they have no other assets besides the 
secu rities of other corporations, b i l l s  receivable, cash, and a 
few unimportant miscellaneous assets.
Voluntary associations of th is type had been formed long 
before they became so numerous in the State of Massachusetts, but 
before that time they were formed as operating companies, and not 
as holding companies. Some of them in fact were formed very 
early , and th is type of organization seems to have been particu­
la r ly  favored by the Express Companies. The express companies 
were o r ig in a lly  formed as operating companies, but la ter some of 
them acquired stocks in other companies to a considerable amount, 
and to a small extent in other express companies. The Adams 
Express Company* is  a voluntary association and was formed in 1854. 
It  has an authorized and issued cap ita l stock of 120,000 shares, 
the shares have no fixed par value, but are usually considered as 
being $100 par share. The stock does not seem to be carried as 
a l i a b i l i t y  in the balance sheet, which is  given below, and 
neither are $36,000,000 of 4 ’jobonds which the company issued to 
it s  stockholders in lieu  of dividends.
* Moody' Manual, 1909, pp .1741-4. 
** Ib id , pp. 1744-5.
ADAMS EXPRESS COMPANY
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General Balance Sheet, June 30,1908.
ASSETS LIABILITIES
Cost of Equipment 
Land and Building 
Cash 
Loans
Bonds owned 
Stocks owned 
Miscellaneous
$2,469,554
4,094,947
1,564,603
1,266,930
3,618,875
4,659,993
249,294
|T7,924i9F
Miscellaneous cur­
rent l i a b i l i t i e s  $ 272,692
P ro fit  and Loss 17,651,504
From th is balance sheet it  w i l l  be seen that the company 
had 26$ of i t s  to ta l assets in the form of stocks of other compa­
n ies, and 20 foin bonds, making in a l l  h i  of i t s  assets repre­
sented by securities of other companies. Among the stock held in 
1907 there was $906,000 cap ita l stock of the United States 
Express Company, and i t  was reported in A p ril, 1909, that the 
company had acquired the entire holdings of the American Express 
Company of $1,000,000, and of the Southern Express Company of
$70,000 in that company. *
Other ** express companies in the form of voluntary associa-
Tfc afc
tions are (1) the United States Express Company, formed in  1854 
"under New York law s", which also has stock with only a"nominaI"
jjc jjc
value; (2 ) the Southern Express company, also of th is type since 
it  was organized in Georgia in 1886 and has no cap ita l stock, the 
interest of the owners in the property being divided into 50,000 
shares. It  held in 1907 a small interest in each of the above
* Moody*s Manual, 1909, p.2834.
** Wells-Fargo & Co. is  incorporated,and the Pac ific  Express Co.
seems not to be lis ted  in Moody's Manual.
* * *  Moody, p. 2834.
* * * *  Ib id , p. 2778.
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companies. (3) The American Express Company * was formed in 1859 
and 1868, also under the "laws of New York" and is  an association  
and not an incorporated company. It held in 1907 a controlling  
interest in  the National Express Company and in the Westcott 
Express Company, and a one-tenth interest in the United States 
Express Company, the to ta l amount of stocks held by the company 
being 43^ of i t s  to ta l assets and the bonds being 18
The above statements show that the inter-corporate re lation  
express companies are not very extensive, but that they hold 
stocks in other companies to a considerable amount.
Another very important company that is  a voluntary associa­
tion is  The Mackay Companies, which has already been treated  
under Public U t i l i t ie s  in Chapter IV . ,and in Chapter V. as a 
Directing Holding Company.
* Moody's Manual, 1909, p. 2236.
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